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ADVERTISEMENTS 


THE ELECTRICAL METHOD OF PUNCHED CARD ACCOUNTING 


NATIONAL SERVICE 


For the second time in the history of this Company the 
country has been plunged into war. As in 1914/18 every 
precaution has been taken to ensure a continuance of mechani- 
cal and commercial service to all users, and a certain amount 


of new business can still be entertained. 


** Hollerith”” can provide a remedy for staff depletion and a 
specific for decentralisation. Cards can be punched locally 


and machines located at the most convenient and safest centre. 


The Service Bureau, already busy on Government work, 
has been evacuated to the country and is prepared to render 
assistance of a temporary or auxiliary nature. Enquiries 
regarding service may still be sent to Victoria House, where 


a skeleton staff remains. 


Other enquiries and written communications should — be 
addressed to the Works at 


NEW ICKNIELD WAY, LETCHWORTH, HERTS. 


which is now the zdministrative headquarters of the Company. 
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PROFESSIONAL NOTES 


** Accountancy ”’ 

The first number of volume fifty-one of AccouNT- 
ANCY is issued in conditions of war. The process of 
adjustment to those conditions must radically affect 
us all—those who are in professional and business life 
to a degree of which we are perhaps but dimly 
conscious. It must affect this journal also, as the 
reduced size of this issue will show. But it is now more 
than ever necessary that the accountants’ science, 
applied, as it must be, in new directions and in new 
ways, should be regularly discussed in print ; it is 
more than ever necessary that the accountant should 
be kept informed of those parts of the deluge of war- 
time legislation and regulation in the economic and 
financial sphere which most concern him. These 
functions ACCOUNTANCY will perform for its readers. 
We shall endeavour to give the same service in the 
future as in the past, though the necessity of economis- 
ing paper supplies and other war considerations will 
entail some reduction in the size of our issues com- 
pared with those which have previously appeared. 
We trust we shall receive the same support from 
Incorporated Accountants and others which we have 
enjoyed in pre-war days. 


Accountants and National Service 

The card register of members of the Society who 
volunteered for accountancy service is now in the 
hands of the Central Register, Ministry of Labour, 
and will be operated according to requirements. 
Those members who will be called upon by the 
authorities for accountancy services will duly receive 
an intimation. Recently it was announced that an 
accountant of or above the age of 30 is in one of the 
reserved occupations. He cannot, therefore, be 
accepted for whole-time work in any of the services 
of national defence unless such work be in his pro- 
fessional capacity (e.g., as an Accountant Officer 
in H.M. Forces, if there are vacancies). The position 
of an Incorporated Accountant in regard to com- 
missions in H.M. Forces has been inquired into by 
the Society and a memorandum of information is 
available for members on request. It may be well to 


add that conditions in regard to commissions are 
somewhat strictly defined. Members are also advised 
that should they be called away on national service 
and wish to make arrangements for the maintenance 
of their practices by other members during their 
absence, the District Society of which they are 
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members can supply particulars of Incorporated 
Accountants who have expressed their willingness 
to consider entering into such arrangements, which 
would, of course, be a matter of mutual settlement. 


War Insurance of Stocks 

When at the outbreak of war the broad scope of 
the Government scheme for insuring stocks against 
war risks was filled in with the details, there were a 
number of surprises for the trading community. In 
particular, the rate of premium was fixed at 4 per 
cent. per month for the three months’ period from the 
beginning of the war. Thus traders have to make 
lump-sum payments amounting to 1} per cent. of 
the value of their stocks for the quarter’s cover 
against war damage. It is erroneous to argue that 
premium payments are therefore at the rate of 6 
per cent. per annum—for the premium is to be revised 
at the end of the first quarter according to experience, 
and may very well be reduced substantially. But 
payment even at the rate of 14 per cent. for the first 
quarter is involving widespread difficulties, especially 
since war conditions have produced a lack of liquid 
resources in many trades. The small trader, whose 
business in many cases has declined as a result of 
reduced demand, feels the pinch no less acutely than 
the large concern which has to pay premiums which 
may amount to anything between 10 per cent. and 
60 per cent. of the net profits available for ordinary 
shareholders, if computed at the rate of 6 per cent. 
per annum. A recent calculation showed that in the 
case of the Ford Motor Company, for example, the 
percentage of ordinary shareholders’ net profits thus 
absorbed would be 60.8 per cent. if the war insurance 
premium remains at its present level for a year ; in 
the case of Dunlop Rubber, the percentage would be 
52.5 per cent., and for International Tea, 45.1 per 
cent., while it would amount to something approach- 
ing these figures for a very large number of big 
industrial concerns. It is to be hoped that the repre- 
sentations which are being made by Trade Associa- 
tions and others to the Board of Trade will result in 
some concessions. It might be suggested, in particular, 
that the projected revision of the premium rate might 
take place before the end of the first quarter. Another 
feature of this scheme to which objection is being 
taken arises from the fact that the more slowly stock 
is turned over, the greater the value of stock at any 
one moment, and the larger the premium payment 
necessary. Thus trades with slowly moving stocks 
are prejudiced. It would be an encouragement to 
business in these unsettled times if some allowance 
for this factor could be made by an adjustment in 
premium for the different rates of turnover in different 
trades. 


Despite the widespread and justified outcry against 
these and other features of the scheme, it must not 
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be overlooked that the trader’s alternative to paying 
an insurance premium might be complete loss of his 
goods through enemy action in war. This is one 
counter-argument to the view that insurance should 
be made voluntary, instead of being compulsory, on 
all those traders whose stocks amount to more than 
£1,000, as at present. Another possible counter- 
argument is that if the trader were free to choose 
when to insure he would obviously only do so 
when, at the given rates, it was apparently to his 


advantage, so that the State would subsidise him to 


the detriment of the rest of the community. If the 
premium rate of this present scheme were adjusted 
in a downward direction, however, it would probably 
result in its compulsory nature causing much less 
dissatisfaction. 
Profiteering 

There has undoubtedly been an upward movement 
in the prices of a number of goods since the outbreak 
of war. But there has been hardly any evidence of 
scarcity, and, even then, only in a very few com- 
modities. Some limited increase in the prices of 
certain classes of goods is warranted on account of 
war risks insurance, A.R.P. costs, reduction in sales, 
and the like, but these factors are insufficient to 
explain the increases in prices amounting to 10 per 
cent. or more of which we have heard in a number of 
trades. It is, therefore, gratifying to learn that the 
Board of Trade are investigating charges of un- 
reasonable increases in prices when complaints are 
made to them, and it will be even more satisfactory 
when the promised measures for the prevention, not 
merely the investigation, of profiteering are introduced. 
We waited until after the last war had ended—until 
1919—before a Profiteering Act was produced, and 
even then the Act was not very effective. The 
accountant’s usual function is to determine actual 
profits earned, and in the case of an excess profits 
duty, of whatever kind, to determine variations in 
those actual profits from various standards. If a new 
Profiteering Act is to be effective, the accountant 
should be required to perform another function—to 
help in the determination of reasonable profits, not 
merely actual profits. This would imply important 
changes in emphasis, with which it may be possible 
to deal at length in this journal at a later date. 


Ban on Capital Issues 

Among the great flow of war-time measures, one 
which particularly affects the accountant is the ban 
on capital issues, domestic or otherwise. The 
object of the measure is plain—to prevent competition 
with the Government for the available supply of 
capital. It should be remarked that the ban extends 
to the prevention of free bonus issues of shares by 
companies through the capitalisation of reserves, for 
uncapitalised reserves should be free, at least in part, 
for the taking-up of Government securities. The 
Capital Issues Committee have power to grant relief 
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from the prohibition, but any application for relief 
—which must be made on one of a number of pre- 
scribed forms, according to the kind of issue—will 
certainly only be granted in exceptional circum- 
stances. While the ban is a very wide one, however, 
it is to be noted that there are some exemptions not 
requiring the consent of the Capital Issues Committee. 
Thus, (i) an issue of securities is allowed where the 
consideration received for that issue plus any con- 
sideration received from capital issues during the pre- 
ceding twelve months by the person making the issue 
in question, is less than £5,000. By another exemption 
(ii) issues by local authorities in the United Kingdom 
except issues of stock, bonds (other than local bonds), 
bills and promissory notes are allowed. Where (iii) the 
operation does not involve the subscription of new money, 
issues for the purpose of subdividing securities into 
smaller denominations or consolidating them into 
larger denominations are permitted. Similarly (iv), 
provided no new cash is subscribed, allotment of shares 
by a private company to the vendors of a concern are 
allowed and, with the same conditions, (v) issues of 
securities on the amalgamation of two or more com- 
panies in exchange for the company’s securities are 
exempted from the ban (provided neither company has 
previously made an issue under (i) above). Further, 
(vi) issues of securities in pursuance of a binding obliga- 
tion entered into before September 3 are permitted. 


Taken in conjunction with the exchange regulations, 
which—apart from the one or two loopholes still 
persisting—aim at preventing the unauthorised 
export of funds, the ban on new issues helps to 
prepare the way for a future issue of War Loan. 
It is important that all possible support should 
be given to Government stocks, and the impression 
had been gaining ground that the maintenance 
of bank rate at 4 per cent. hardly produced this 
effect. While the reasons for last month’s rise 
in bank rate from 2 per cent. were generally appre- 
ciated, it was felt that a rate of 4 per cent. was too high 
to encourage buying of gilt-edged. The decision 
to lower the rate to 3 per cent. was, therefore, 
generally approved. 


Trading With the Enemy 

As from the outbreak of the war, it became un- 
lawful to transact business or to have other dealings 
with enemies without official permission, which will 
be granted only in the most exceptional circum- 
stances. It should be noted that the term “‘ enemy ” 
includes any person or business resident or established 
in enemy territory and “‘ enemy territory ’’’ includes 
that in the occupation of the enemy’’armed forces 
(for example, part of Poland at the present time). 
“ Enemy,” does not, however, include a person by 
reason only that he is a national of an enemy country. 
No transaction is permitted which would enable an 
enemy to obtain money or credit or would release him 
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from an obligation to pay money. Thus trading in 
goods with an enemy is illegal and no remittances 
of any kind are allowed if they are to the credit of 
an enemy or of a neutral assignee to whom an enemy 
has assigned debts. By an order of the Board of 
Trade it was provided that any money normally 
payable to or for the benefit of an enemy was to be 
paid, within fourteen days from the date of the 
Order (September 18), to the Custodian of Enemy 
Property in England, Scotland or Ireland as the 
case may be. Any person holding or managing 
property for or on behalf of an enemy or enemy 
subject was required within the same time limit, 
to notify the Custodian accordingly and to furnish 
such returns, accounts and information as he might 
require. Similarly a company incorporated in the 
United Kingdom or having a share transfer or share 
registration office here must furnish the Custodian 
with full particulars of all securities issued by the 
company and held by or for the benefit of an enemy. 
Every partner and every firm of which any of the 
partners is an enemy or to which money has been 
lent by an enemy is similarly required to disclose to 
the Custodian particulars of any share of profits or 
any interest due to the enemy. The Custodian in 
England is the Public Trustee, in Scotland, the 
Accountant of Court at Edinburgh ; and in Ireland 
the Official Assignee in Bankruptcy at Belfast. 


The Society’s Examinations 

The Preliminary, Intermediate and Final Examina- 
tions of the Society of Incorporated Accountants, 
which were to have been held on October 30 and 31 
and November | and 2 next, have been postponed 
until December. The actual dates will be 
December 19, 20 and 21. It has been decided 
that instead of holding the examinations in the usual 
centres in England and Wales, they shall be held at 
one centre, namely at Taunton School, Somerset. 
Some candidates will be involved in a certain 
amount of travelling on the day preceding the 
examination in order to reach the centre and the 
majority of candidates will need to stay for three or 
four days at Taunton School. Arrangements will 
be made for accommodation and board and all 
candidates will be notified as early as possible. It is 
regretted that these changes in the earlier arrange- 
ments are necessary but the Council of the Society 
is confident that the candidates will appreciate the 
reasons and will realise that the alterations have 
been made in their own interests. The examinations 
will be held at the usual centres in Scotland, Ireland 
and South Africa, for candidates resident in those 
countries, but at the revised dates. 

The last date for receiving applications to sit for 
the examinations has been extended until October 31. 
Candidates for the December examinations are ad- 
vised that they will not be required to have a know- 
ledge of legislation passed since the outbreak of war. 
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The New Emergency Laws 


Of all the new Emergency Laws that have been 
passed in consequence of the present war, perhaps 
the most outstanding from the accountant’s point 
of view are the Courts (Emergency Powers) Act, 
1939, the provisions of the Rent and Mortgage In- 
terest Restrictions Act, 1939, in relation to mortgages, 
and the Possession of Mortgaged Land (Emergency 
Provisions) Act, 1939, which imposes additional 
restraints on a mortgagee’s right to possession. 

Let us deal in the first place with the Courts 
(Emergency Powers) Act, 1939, as amended by the 
Possession of Land (Emergency Provisions) Act, 
1939. That Act may be examined from four different 
aspects. Firstly, there are restrictions in relation to 
the recovery of debts (S. 1 (1)) ; secondly, there are 
restrictions with regard to (a) the exercise of remedies 
which are enforceable without recourse to the Courts, 
such as distress, repossession of goods, and the like, 
and (b) the exercise of rights by mortgagees ; thirdly, 
there are restrictions on the recovery of possession 
of land by mortgagees, and also by landlords, though, 
in the latter case, only where the right has arisen 
because of default in payment of rent ; and fourthly, 
there are restrictions with regard to bankruptcy and 
winding up. 

As regards debts, a distinction must carefully be 
made between contracts made before and contracts 
made after the commencement of the Act, 1.¢., 
September 2, 1939. In the latter case, the Act has no 
bearing at all on the debtor. But in the case of 
debts of whatever kind arising out of a con- 
tract made before the commencement of the Act, 
no execution may be proceeded with on any judgment 
or order for the payment or recovery of the money, 
unless the consent of the appropriate tribunal is 
first obtained. 

The appropriate Court for this purpose is under 
Rule 2 of the Courts (Emergency Powers) Rules, 
1939, the Court by which the judgment or order has 
been given or made, or in which the judgment or 
order is being sought, and for enforcing any such 
judgment or order under the Debtors Act, 1869, the 
appropriate Court is the Court in which the enforce- 
ment is being sought. 

In determining whether leave should be given, the 
Court must take into account whether the debtor is 
unable immediately to pay the debt, by reason of 
circumstances directly or indirectly attributable to 
the war. 

As regards remedies by way of self-help and with- 
out the assistance of the Court (S. 1 (2) (a)), here again 
it will be observed that contracts made after the 
commencement of the Act are not affected. But 
where the debt or obligation has arisen by virtue of 
a contract made before the commencement of the 
Act, the leave of the appropriate tribunal will be 


necessary in respect of the following acts, viz.: the 
levying of distress, e.g., for non-payment of rent ; 
the taking of possession of any property, ¢.g., re- 
possession of goods under a hire-purchase agreement ; 
the appointment of a receiver of any property, ¢.g., 
by a mortgagee in the event of default by a 
mortgagor; re-entry upon land, e.g., by way of 


. forfeiture of a lease for breach of covenant; the 


realisation of any security, ¢.g., a pledge (though 
pawnbrokers are exempted) ; the forfeiture of any 
deposit, ¢.g., under a contract for the purchase of 
land ; and the making of a demand for payment on 
a company so as to found a winding-up petition on 
the ground of inability to pay its debts under S. 169 
(1) of the Companies Act, 1929. 

The appropriate tribunal to whom application for 
leave must be made to do any of the above acts will 
be the High Court, though in certain cases (as to 
which see Rule 4 of the Courts Emergency Powers 
Rules) the County Court will have an alternative 
jurisdiction. Similar considerations as in the case of 
executing judgments for the payment of money will 
be taken into account, as to granting leave. 

As regards mortgages, these are particularly dealt 
with by S. 1 (2) (6) of the Act, but the restrictions 
again, it should be observed, do not extend to trans- 
actions effected after the commencement of the Act. 

With regard to mortgages effected prior to the Act, 
no proceedings for foreclosure or for sale in lieu of 
foreclosure may be instituted, and if any such pro- 
ceedings were already instituted before the com- 
mencement of the Act, no steps in such proceedings 
may be taken, without the leave of the appropriate 
tribunal, the appropriate tribunal for this purpose 
being the Court in which the proceedings are sought 
to be instituted or are pending. 

Even in the case of pre-war mortgages, t.e., mort- 
gages made before September 2, 1939, however, 
the requirement as to leave will not be necessary in 
the following cases : 

(a) A mortgagee of land who was in possession at 
the commencement of the Act, or who at such 
date was in possession through a receiver 
appointed before such date, does not need 
leave in order to exercise his power of sale. 

(6) A mortgagee in possession of property other than 
land, or of an interest in land, may exercise his 
power of sale, if both the power of sale has 
arisen and notice of the intended sale has been 
given before the commencement of this Act. 

(c) The rights of pawnbrokers to deal with pledges 
are not affected. 

(d) The institution or prosecution of any proceed- 
ings for the appointment of a receiver or for 
the recovery of possession of land does not 
require any leave. 
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As regards the recovery of possession of land by 
a mortgagee, reference should be made to the observa- 
tions (below) on the effect of the Possession of Land 
(Emergency Provisions) Act, 1939. As regards 
recovery of possession by landlords on the ground of 
non-payment of rent, leave of the appropriate tribunal 
to proceed to execute the judgment or order will be 
necessary in the case of all contracts (e.g., leases or 
tenancy agreements) entered into before the com- 
mencement of the Act, and it is immaterial whether 
the order or judgment has been given before or after 
the commencement of the Act. The restrictions do 
not apply, however, to contracts made after the 
commencement of the Act. The appropriate tribunal 
for the above purpose will be the Court by which the 
judgment or order has been given, or in which the 
judgment or order is being sought. (Rule 5 of the 
C.(E.P.) Rules.) Here again similar considerations as 
to the inability to make immediate payment by reason 
of circumstances directly or indirectly attributable 
to the war will be taken into account. 

As regards bankruptcy and winding up (see S. 1 (4)) 
of the Act) inability to pay owing to circumstances 
directly or indirectly attributable to the war is a 
factor which the Court may take into account, and 
the Court may for any such reason stay any bank- 
ruptcy or winding-up petition for such time and 
subject to such conditions as it thinks fit. 

Furthermore, in cases where a judgment or order 
for the payment of money has been made, and leave 
to execute the judgment or order is necessary under 
the Act in any of the circumstances already stated 
above, no bankruptcy notice may be issued, and no 
bankruptcy or winding-up petition may be presented, 
without the leave of the appropriate tribunal, which 
in general will be the Court by whch the judgment 
or order has been given (see Rule 2 of C. (E.P.) Rules, 
1939). 


THE RENT RESTRICTIONS ACTS AND MORTGAGES. 


It will have been observed that the position of 
mortgagors and mortgagees is considerably affected 
by the C. (E.P.) Act, 1939. That Act, it should be 
noted, is of general application, and its mortgage 
provisions would apply, subject to the limitations of 
the Act itself, to all properties irrespective of rent 
or rateable value. 

But with the reintroduction of rent restriction 
in a more extensive form by the Rent Restrictions 
Act, 1939, there are further restrictions on the rights 
of mortgagees of a new class of controlled property. 

The new Rent Act applies to uncontrolled dwelling- 
houses of which the rateable value did not exceed on 
April 6, 1939, £100 in London, or, in the case of 
property elsewhere in England, {75 on April 1, 
1939. These properties may, of course, have been 
properties which became decontrolled, or which, on 
the other hand, never suffered any control at all. 

Rateable value alone, it is to be observed, is made 
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the test, and parts of a dwelling-house may be con- 
trolled, and so may new houses the rateable value of 
which comes within the statutory limits as on the date 
of their first assessment (see S. 7 (3)). » 

What is the position of these houses? Let us 
us deal in the first place with the question of mortgage 
interest. The rate of interest payable before the com- 
mencement of the Act—+i.e., September 2, 1939, 
will be the standard rate of interest, and this rate of 
interest may not be increased, since according to the 
Schedule of the 1939 Act, while S. 1 of the 1920 Act 
(as amended) will apply, S. 4 of the 1920 Act, which 
provided for rate increases, will not apply. 

But on the other hand the provisions of S. 7 of the 
1920 Act, imposing restrictions on the calling in of 
mortgages, will apply to the new class of controlled 
property. 

Under that Section a mortgage may not be called 
in so long as (a) the controlled rate of interest is not 
more than 21 days in arrear ; and (b) the mortgagor’s 
covenants are being observed ; and (c) the mortgagor 
is keeping the property in a proper state of repair, 
and is paying all interest and instalments of principal 
recoverable under any prior incumbrance. 

But these restrictions under the Rent Act do not 
apply to mortgages under which the principal is 
repayable by periodical instalments extending over 
a term of not less than 10 years ; nor do these restric- 
tions affect any power of sale exercisable by a mort- 
gagee who on the date of the passing of the Rent Act, 
1939, was a mortgagee in possession, and, indeed, 
such a mortgagee does not appear to be affected in 
any way with regard to the exercise of his power of 
sale by the C.(E.P.) Act, 1939. (See proviso (a) to 
S.1 (2) of that Act.) And, furthermore, there is nothing 
to prevent a mortgagor consenting to the exercise 
by the mortgagee of the powers given by the mortgage. 

It should further be noted that the above restric- 
tions under the Rent Acts may not be removed by 
leave of the Court, as in cases to which the C.(E.P.) 
Act, 1939, applies but the Court may nevertheless 
sanction the calling in of a controlled mortgage, 
where the property mortgaged is leasehold and the 
Court is satisfied that the security is seriously dimin- 
ishing in value or is otherwise in jeopardy. 


THE POSSESSION OF MORTGAGED LAND (EMERGENCY 
Powers) Act, 1939 

A mortgagee’s powers of obtaining possession are 
further curtailed by the Possession of Mortgaged Land 
(Emergency Provisions) Act. That Act, however, does 
not apply where the mortgage has been made subse- 
quently to September 2, 1939. 

Under the provisions of this Act a person will not 
be able to obtain possession of land subject to a 
mortgage made before September 3, 1939, unless 
he can prove :— 

(a) Default by the mortgagor in payment of the 

mortgage money or any part thereof, though 
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for this purpose there will be no default (except 
in cases where the mortgage money is repay- 
able by instalments—a provision by which 
building societies, for example, will be bene- 
fited), unless a written demand for payment 
has first been served on the mortgagor and a 
period of three months has elapsed since the 
service of the demand ; or 

(6) Default in payment of any interest ; or 

(c) A breach on the part of the mortgagor or of 
some person concurring in the making of the 
mortgage, of some obligation under the mort- 
gage, other than an obligation to pay the 
mortgage money or interest thereon. 

In other words, therefore, where the mortgage is 
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made prior to September 3, 1939, no proceedings 
by a mortgagee for possession will be entertained by 
the Courts, unless the mortgagee can establish one or 
other of the three above-mentioned matters. But 
even if in such a case an action lies, and an order for 
possession is made, then by virtue of the amendment 
made to S. 1 (3) of the C.(E.P.) Act, 1939, the order, it 
must be remembered, cannot be executed without 
the leave of the appropriate tribunal, which will 
usually be the Court in which the judgment or order 


. is obtained, and such leave may be refused or may 


be given conditionally if the mortgagor satisfies the 
Court that he is unable immediately to pay by reasons 
of circumstances directly or indirectly attributable 
to the war. 


The Rationale of Double-Entry—Il° 
By RONALD S. EDWARDS 


(Lecturer in Business Administration, with special reference to Accounting, London School of Economics) 


The Balance-sheet Theory of Book-keeping 

A much more impressive approach to the logic of 
book-keeping is known as the balance sheet theory, 
which emphasises the relationship between assets, 
liabilities and capital. It finds great favour in 
America, and is making headway among teachers in 
this country. Incidentally, there is nothing very 
new about placing the emphasis on capital and its 
equivalence with the difference between assets and 
liabilities. There are 18th and 19th century English, 
Scottish and other accounting texts which treat 
mutations of assets, liabilities and capital as the centre 
of book-keeping theory. 

One starts this theory by explaining the balance 
sheet as an equation : 

Assets equal Liabilities plus Capital (or Net Worth). 

The equation seems to fit the fairly reasonable 
view that if one deducts from that which a 
man owns that which he owes the balance is the 
measure of his capital. With this as a starting 
point one can take any sort of transaction or other 
change and show its effect on assets, liabilities and 
capital. The receipt of cash from a debtor increases 
one asset and decreases another correspondingly, 
thus leaving the rest of the equation unaffected. 
The recognition of a bad debt reduces assets, leaves 
liabilities unchanged, and therefore reduces capital 
or net worth. The introduction of cash by the 
proprietor increases assets and capital. The liquida- 
tion of a liability reduces both assets and liabilities 
by the same figure. The sale of an asset for cash at 
a profit decreases one asset and increases another to 
a larger extent, the difference being balanced by an 
increase of capital on the other side of the equation. 

‘If the changes in assets or liabilities do not offset 


*The first article on this subject by Mr. R. s. Edwards 
appeared in the September issue of ACCOUNTANCY. 


exactly then capital increases or decreases to bring 
about the desired equilibrium. There is, of course, 
nothing very amazing about this, since it is a direct 
result of having in the first case defined capital (or 
net worth) as the difference between assets and 
liabilities. If, in the case of a business, we group 
together all those changes which cause an increase 
or decrease in capital, and then transfer the net 
figure of increase or decrease to capital account, the 
change in capital will be exactly counterbalanced by 
the change in assets less liabilities. If in collecting 
together these changes in capital, we eliminate any 
withdrawals of assets by the proprietor for personal 
use, and any introductions of additional assets by the 
proprietor, the net change will be profit from the 
business. Thus this approach concentrates on capital 
and changes in capital. 

Here then, according to many writers, is to be 
found the real logic of double-entry. The “ pro- 
prietorship ”’ equation has its counterpart in the 
ledger—a series of accounts with debit balances, 
another series with credit balances, one of which is 
headed Capital. Any entry in the ledger is made 
twice, once on each side. Any increase (decrease) 
in the debits must be exactly balanced by an increase 
(decrease) in the credits. 

If the opening debit balances in the ledger are 
“assets’’ and the opening credit balances are 
“ liabilities,” with one exception which is capital, 
the equivalence is established at the start. But is it 
maintained ? This is the important question, does 
double-entry book-keeping automatically tell us the 
assets and liabilities, and the increase in capital ? Will 
the recording of transactions with external parties 
on double-entry lines disclose the gain or loss to 
proprietorship ? It will do so provided all the assets 
have been liquidated and all the liabilities crystallised. 
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We shall then have cash on one side of the trial 
balance, liabilities and opening capital on the other. 
All the other balances in the list can be collected up 
into one account called Profit and Loss, the difference 
on which is transferred to capital ; the records will 
thus disclose the opening position, the closing position, 
and something of the road by which we moved from 
one to the other. In these conditions the double- 
entry system works automatically and discloses 
money profit when fed with the transactions with 
It will work almost automatically 
when the only other assets besides cash are debts, 
but the element of judgment enters here for the 
debts have to be valued. When stock-in-trade 
exists the calculation of profit becomes even more a 
question of judgment and less of automatic recording 
of transactions. Thus the nearer we approach the 
conditions of a real business at the end of an account- 
ing year the less automatic does the disclosure of 
profit become. When we cast our eye down the 
debits of the trial balance of a modern manufacturing 
concern we see plant and machinery, patterns, 
patents, advertising, goodwill and buildings, none of 
which can go automatically into the profit and loss 
account or the balance sheet. Each of the separate 
balances on these accounts represents a past invest- 
ment and may represent a present asset, but the books 
themselves cannot tell us how much to retain as an 
asset. There is usually no way of separately assessing 
the worth of these contributory factors for the 
purpose of adding them up to discover the worth of 
the business. We have, it is true, our various 
“rules ’’ for valuing stock and for calculating depre- 
ciation of so-called fixed assets, but these are merely 
conventions for valuation. We do not get from the 
accounting system itself a statement of profit that 
has been made. We can get a list of transactions 
which have had something to do with bringing about 
the present position, but changes occur quite apart 
from transactions; rises and falls in the value of 
stock are an example. 

Thus the balance sheet equation, delightful as it 
is as a fundamental explanation of double-entry book- 
keeping, is capable of misleading us as to what we 
can expect from double-entry. The calculation of 
profit under the double-entry system is just as 
dependent on outside decision as to the assets and 
their value, as such a calculation would be under the 
single entry system, for which we all profess such 
contempt. It is true that the double-entry system 
provides us with more information but it cannot, 
unless the business has been closed down or is of a 
very simple nature, work out profit by itself. 


Real and Nominal Accounts 
Here perhaps something might be said about the 
classification of accounts into personal, real and 
nominal. The first category, though it is certainly 
not water-tight, is fairly satisfactory, but the dis- 
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tinction between real and nominal debit balances is 
by no means clear. All expenditure on behalf of 
a business at the time when it is made is for the 
purpose of acquiring assets. An outlay on the first 
quarter's rent of a shop payable in advance is for 
services to be rendered in just the same way as an 
outlay on a cash register. There is an expectation 
that the services of the former will be more rapidly 
exhausted than those of the latter, but at the date 
of any given balance sheet it may happen that the 
latter has no more services to yield, while the former 
will render services in the next accounting period. 
We do not decide anything fundamental when we 
call the rent account a nominal account and the 
fixture and fittings account a real account. The 
terms may be useful for every-day speech, but they 
are not scientific categories. We cannot tell auto- 
matically whether the balances should be carried 
forward or written off. The difference between 
real and nominal accounts is on a par with the dis- 
tinction between capital and revenue expenditure 
and is, or course, connected with it. 


Public Utilities 

The enormous complications involved in accounting 
for large-scale public utilities and other under- 
takings, and the complexities not only in measuring, 
but in deciding what profit means in such cases, 
have led some writers to shift the emphasis away from 
proprietorship or net worth and to explain that 
double-entry shows, on the one hand, the way in 
which investments have been made and, on the other 
hand, the sources from which the purchasing power 
has been derived. One sees a reflection of this view 
in references to the double account system of pre- 
senting balance sheets. It is pointed out that the 
accounts show what has been done with the funds 
advanced rather than the assets held by the organ- 
isation. This shift of emphasis is doubtless a healthy 
one, but it does not seem to be fully realised that it is 
virtually a recognition of the fact that double-entry 
cannot of itself calculate or provide all the information 
necessary for calculating gain or loss. Full realisation 
of this fact will only come after a more general 
acceptance and understanding of the consequences 
of joint costs. The separate gain or loss from a 
transaction can be measured only when the separate 
costs can be ascertained and the very existence 
of a business negatives the possibility of this being 
frequently the case. 


Conclusions 

Most accountants will argue, and argue with force, 
that whatever theory of book-keeping is advanced 
they are quite aware of what can and what cannot 
be done with double-entry. Nobody expects the 
double-entry system to churn out the profit auto- 
matically. The ascertainment of profit is the function 
of the accountant and not of the book-keeper. Never- 
theless, there is evidence that accountants, and 
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accountants of great authority and ability, do attach 
apparently unjustified importance to the technique 
of double-entry in the measurement of profit. If 
space permitted one could quote many passages in 
support of this statement. Dicksee, in his article on 
book-keeping in the Encyclopedia Britannica, says : 

“Thus, inasmuch as double entry provides, 
inter alia, a complete statement under suitable 
headings of all profits and all losses, it is possible 
by aggregating these results to deduce therefrom 
the net profit or loss of carrying on the business— 
and that by a method entirely distinct from that 
previously described in connection with single 
entry, thus constituting a valuable additional 
check.”’ 

More recently Mr. George O. May has stated :— 

‘‘ Whert we emerged from the stage of single-entry 
book-keeping into the double-entry accounting 
system which produced the balance sheet, we 
definitely abandoned the old corner-grocery store 
method of determining gains by comparative state- 
ments of net worth.” 


The name “ double-entry,”’ as Professor Littleton 
has shown, can be accounted for by any or all of three 
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kinds of duality ; “‘ duality of books as ledger and 
journal, duality of account form as debtor page 
opposing creditor page and duality of entry or of the 
postings of an entry.” 

In my view it is form rather than any subtle 
power of measuring profit which is the distinguishing 
feature of double-entry. Data may usefully be 
classified in two ways, but they may quite possibly 
be classified in half a dozen. The analysis of ex- 
penditure by types and then by departments, the 


* whole procedure in cost accounting are examples 


of this. With a set of punched cards we can analyse 
transactions not merely into two aspects, but into a 
dozen or more different “ fields.’”” The analysis of data 
by the sorting and tabulating of punched cards will 
enable us to produce final accounts giving at least 
the same, and probably more, information than is 
provided by simple double-entry books. It is, of 
course, open to one to say that the double-entry is 
implied in the sorting and tabulation. But is it 
not better to recognise the limitations of double- 
entry, to think of it as just one statistical device and 
a fairly simple one at that? As accountants we 


have, and need to have, more tools than this. 
(Concluded) 


The War Budget 


The following are extracts from the ‘‘ Revised Financial Statement 1939-40” 
published by His Majesty's Stationery Office 


The estimates of revenue and expenditure contained 
in the Budget for 1939-40 were (in summary form) as 
follows :— 

Revenue 
Inland Kevenue isis 
Customs and Excise ... 
Other Revenue... 


f 
524,250,000 
349,020,000 

69,330,000 
Total oe aie a 942,600,000 

Expenditure (to be met from Revenue)— 
Fixed Debt Charge eee 230,000,000 
Other Consolidated Fund Ser- 
vices 17,200,000 


Defence (including Civil Defence) 227,738,000 
Defence (margin for supple- 

mentary estimates) 20,000,000 

Civil Supply Services ... va 427,860,000 
Civil Supply Services (margin for 

supplementary estimates) 5,000,000 

Tax Collection ... Ere es 14,646,000 

Total ia a one 942,444,000 

Surplus 156,000 

942,600,000 

———__— 


In addition to the expenditure shown above, the 
Estimates provided for expenditure on Defence (in- 
cluding Civil Defence) amounting to /£342,500,000, 
which was to be met by borrowing under the Defence 
Loans Acts, 1937 and 1939. The Chancellor of the 
Exchequer, in his Budget speech, indicated that, owing 
to measures of defence acceleration and expansion, 
this figure might be expected to rise to £380,000,000. 


Changes Before the War 
(a) Revenue.—During the passage of the Finance Bill 
changes were made in certain of the Budget proposals, 


the net result of which was to reduce the estimated 
revenue from Customs and Excise by £290,000. 


(b) Expenditure. — Supplementary Estimates were 
presented as follows :— 
Defence (including Civil Defence). — Excluding 


token votes, the Supplementary Estimates provided 
£195,698,040, of which £20,000,140 was to be met from 
revenue and £175,697,900 was to be met by borrowing 
under the Defence Loans Acts. These sums included, 
however, provision for a whole year’s expenditure at 
the Royal Ordnance Factories on the Vote for the 
Ministry of Supply, and accordingly the sums previously 
provided on the original, separate Estimates for the 
Royal Ordnance Factories—namely, £1,164,000 from 
Revenue and £15,768,000 by borrowing—will not be 
used. The latter sums must therefore now be deducted 
from the original Budget estimates of expenditure on 
Defence, reducing those estimates to {226,574,000 to be 
met from Revenue and /£326,732,000 to be met by 
borrowing. 

Civil Supply Services.—The Supplementary Estimates 
provided £14,630,625 (excluding £50,000 self-balancing 
expenditure by the Post Office), all of which was to be 
met from revenue. 

Towards meeting the additional sums shown above 
as having to be met from revenue, there were available 
the margins of £20,000,000 and 45,000,000 provided in 
the Budget for Defence Supplementaries and Civil 
Supplementaries, respectively. 

Budget Position When War Broke Out 

Taking into account the changes summarised above, 
but excluding the Vote of Credit for £500,000,000 
granted on September 1, 1939, the Budget position at 
the outbreak of war was as follows :— 
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Revenue— £ 
Inland Revenue 524,250,000 


Customs and Excise 348,730,000 
Other Revenue... 69,330,000 
942,310,000 

lL: xpenditure— 
Fixed Debt Charge 230,000,000 


Other Consolidated Fund Ser- 
vices 17,200,000 


Defence (including Civil Defence) 246,574,000 
Civil Supply Services ... 442,491,000 
Tax Collection ... can 14,646,000 
950,911,000 
—— 


Appreciable savings were anticipated on Civil Supply 
Services as a whole, but it would now serve no useful 
purpose to attempt any detailed estimate of what such 
savings would have been if there had been no outbreak 
of war. 

In addition to the expenditure shown above, the 
Estimates (original and supplementary) provided for 
expenditure on Defence (including Civil Defence) 
amounting to £502,430,000, which was to be met by 
borrowing under the Defence Loans Acts, 1937 and 
1939 

Losses and Savings 

On the Revenue side it is too early to attempt any 
close estimate of the effect of the war, since it is impos- 
sible to foretell, for example, the course of external and 
internal trade or of the consumption of dutiable com- 
modities generally. A broad survey suggests, however, 
that on the existing basis of taxation the total revenue 
for the year will be some /54,000,000 less than the 
present estimate, and will, therefore, amount to approxi- 
mately £888,000,000. 

On the Expenditure side any precise estimates are 
equally impossible. Parliament has already authorised 
additional war expenditure of £500,000,000 by the 
Vote of Credit granted on September 1, 1939, and will be 
asked to vote such further sums as may be required to 
cover the total war expenditure during the rest of the 
financial year. On the other hand, savings will arise 
on certain peace-time services ; the savings at present 
in sight for the current year may be estimated at 
£20,000,000, and every effort will be made to increase 
that figure. 

On the basis of the Supply already voted by Parlia- 
ment, and allowing for the savings of {20,000,000 referred 
to above, the present position is that the total expen- 
diture of the year may be put (in round figures) at 
£1,933,000,000, of which Parliament has already pro- 
vided that £502,000,000 should be met out of moneys 
borrowed under the Defence Loans Acts. Against the 
balance of £1,431,000,000 it is shown above that on 
the existing basis of taxation revenue amounting to 
£888,000,000 would be available. 


Budget Proposals 

Details are given below of the proposals for new 
taxation. The estimated effect of the proposals is to 
increase the above revenue total of £888,000,000 for 
1939-40 by £107,000,000. 

The resulting position for 1939-40 (apart from any 
further Votes of Credit which may be required) is 
therefore as follows :— 


£ 
Expenditure ... 1,933,000,000 
Revenue ' 995,000,000 
leaving {938,000,000 to is met by borrowing, of which 
£502,000,000 has already been authorised under the 
Defence Loans Acts. 
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The figure of £1,933,000,000 here given is not to be 
taken as an estimate of total expenditure in 1939-40, 
the expenditure for the first seven months of war not 
being known ; still less, of course, is the figure a guide 
to the expenditure of 1940-41. 


Tax Changes 


I.—CHANGES PROPOSED TO TAKE EFFECT IN THE 
YEAR 1939-40. 


INCOME TAx 

It is proposed to raise the standard rate of tax from 
5s. 6d. to 7s. in the /, as the broad equivalent of 5s. 6d. 
in the £ for the first quarter of the year and 7s. 6d. in 
the / for the last three-quarters, and to raise the reduced 
rate on the first £135 of taxable income from Is. 8d. to 
2s. 4d. in the f. 

It is proposed that any individual whose aggregate 
earned income for the current year has, owing to cir- 
cumstances connected with the present war, fallen by 
20 per cent. or more below the amount of that income 
as assessed to tax, shall be given relief by reference to 
the amount of his actual earned income for the current 
vear. 

SURTAX 

It is proposed to alter the existing scale of rates as 

follows :— 
Tax chargeable on I-xisting Proposed 
every £ of income rates rates 
' £ £ d 
from 2,001 to 2,500 
2,501 to 3,000 
3,001 to 4,000 
4,001 to 5,000 
5,001 to 6,000 
6,001 to 8,000 
8,001 to 10,000 
10,001 to 15,000 
15,001 to 20,000 
20,001 to 30,000 
30,001 to 50,000 
above 50,000... ape 
Estate Duty 

It is proposed to increase the duty on estates exceeding 
£10,000 and not exceeding £50,000 by 10 per cent., 
and to increase the existing 10 per cent. surcharge in 
the case of estates exceeding £50,000 to 20 per cent. 
Excess Prorits Tax 

It is proposed to repeal the Armament Profits Duty 
and to replace it with an Excess Profits Tax of 60 per 
cent. on the profits of trades and businesses in excess 
of a standard of profits. 

CUSTOMS AND EXcISE 

In addition immediate changes are proposed in the 
rates of duty on spirits, beer, wine, sugar, molasses, 
glucose, saccharin, tobacco and snuff. 


II.—CHANGES PROPOSED FOR 1940-41 IN THE WAR 
BUDGET. 
INCOME TAX 

On the basis of a standard rate of tax of 7s. 6d. in 
the {, it is proposed that the reduced rate shall be 
3s. 9d. in the {, but the zone in which this reduced rate 
applies will be extended from the first £135 of the 
taxable income to the first £165. 

It is proposed to reduce the exemption limit from 
£125 to £120. 

It is proposed to reduce the allowance in respect of 
earned income to one-sixth of such income with a 
maximum allowance of £250. 

It is proposed to reduce the personal allowance to 
married taxpayers from {180 to 4170. 

It is proposed to reduce the allowance for children 
from {60 to £50 for each child. 
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WAR FINANCE 


It may seem paradoxical to suggest that some come 
fort can be drawn from the grim Budget introduced 
by the Chancellor on Wednesday last. But there is 
comfort in the reflection that only a nation. which 
can bear such burdens without serious repercussions, 
as Great Britain will bear them, can emerge victorious 
from the present conflict. In this country we have 
not yet, in the face of a Budget of colossal proportions, 
reached the threshold of that state of individual 
economic sacrifice in which our enemy has_ been 
floundering for years. The heaviest burdens which 
we shall have to bear in the name of liberty will be 
less than the suffering and penury which the Germans 
have had to endure even before the aggression of 
their Government precipitated this war. 

The dimensions of this first instalment of war taxa- 
tion must not, however, be minimised. Faced with 
an estimated short-fall in the revenue of the current 
fiscal year amounting to {54 million—the effect of 
war upon the various revenue items—the Chancellor 
has budgetted to make up out of taxes not only this 
decline, but £53 million besides, and to obtain the 
whole £107 million before next April. For 1939-40 
the revenue, nourished by the additional taxation, 
will be only £5 million short of £1,000 million. The 
increases in taxes contained in this Budget, regardless 
of any further increases which the next may impose, 
are calculated to bring in no less than £227 million 
in the year 1940-41. 


The standard rate of income tax reaches the record 
figure of 7s. for the current fiscal year and 7s. 6d. for 
1940-41, while the allowances for that year are sub- 
stantially reduced. Sur-tax rates are more steeply 
graded ; estate duty is surcharged. These increases 
in direct taxation will bring in £76 million in the 
current year; a further £31 million will be yielded by 
indirect taxation. An Excess Profits Tax to which 
all industry is subject replaces the Armaments Profits 
Duty which applied only to industries directly benefit- 
ing from armaments, and is fixed initially as high 
as 60 per cent. of profits in excess of the standard. 
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There are some who, while appreciating the diffi- 
culties with which the Chancellor is faced in meeting 
an expenditure now placed for the current year at 
£1,933 million instead of the £951 million estimated 
before the outbreak of the war, feel that the immediate 
increase in taxation might have been less rigorous. 
In some such quarters this view is based on a facile 
reliance on loan expenditure dangerous in the extreme. 
Government borrowings for the current year must, 
even given the Chancellor’s austerity, amount to at 


‘least £938 million or about 49 per cent. of total 


State expenditure. It is not merely important, but 
it is vitally important, that our borrowings be kept 
to the lowest possible limit in the circumstances in 
which we now find ourselves. The restrictions in 
private consumption which are inseparable from a 
war economy can be imposed in three ways——by the 
reduction in the money incomes of individuals and 
businesses through taxation ; by a similar reduction 
through their taking up Government loans out of 
uninflated income ; by Government borrowings larger 
than can be effected by the second method, made 
possible by an increase in the supply of money 
with a consequent inflationary rise in the price level. 
If the stability of our financial system, on which so 
much now depends, is to be ensured, the last method 
must as far as possible be eschewed. All that can 
be obtained through the first two methods must be 
secured. It was a right decision which caused the 
Chancellor to impose forthwith a very large part of 
the burden entailed by the first method. It is 
imperative to restrict consumption in certain direc- 
tions, notably on luxury goods, without delay. If 
criticism of the Budget is justified, it should be 
directed not against the tax increases, but against 
the failure to introduce innovations in the taxation 
field. There is a suggestion in the Chancellor’s 
speech, however, that such innovations will be forth- 
coming at a later stage, and this should be enough 
to disillusion anyone who believes that the upper 
limit of revenue through taxation has even now 
been reached. 


There was strangely little in the Chancellor’s 
speech about the ways in which he proposes to float 
the Government loans, and the nation might have 
been given a little more enlightenment on this subject. 
Certainly we may expect borrowing to the uttermost 
on a purely voluntary basis: borrowing from the 
general public as well as from the large-scale holders 
of funds in the business and financial world. Nor 
can such financing be postponed unduly, for short- 
term loans in the money market can account for only 
a part of the sum to be raised in the present fiscal 
year. But—let the facts be faced—when as much as 
possible has been obtained through subscriptions to 
Government issues out of the ordinary resources of 
the public and of business and finance, we may then 
be confronted with the alternatives either of requiring 
large-scale holders of funds to place them without 
option in Government securities in certain proportions, 
or of expanding the volume of bank money so as to 
allow a corresponding flow into the Exchequer on 
loan account. 
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TAXATION 


This War and the Last 


The advent of war has presented the Chancellor 
of the Exchequer with the unenviable and almost 
terrifying problem of determining how the struggle 
is to be financed, and in considering what courses 
may be open to him it may be helpful to review the 
experience of the last war, and to compare the 
position of the country at the outbreak of and during 
that conflict with its condition to-day. 

In August, 1914, the Inland Revenue “ machine ’ 
was quite a modest affair compared with the colossus 
of September, 1939. Taxation, although then re- 
garded as crushing, was relatively light. Income tax 
was governed by an unwieldy mass of legislation, the 
Income Tax Act of 1842, supplemented by nearly 
fifty Finance and Revenue Acts of various degrees of 
complexity. Nevertheless it was in many ways a 
much simpler impost than it is to-day, and tax 
avoidance on a large scale was almost unknown, 
since the amounts involved were not sufficiently 
important to induce the taxpayer to devise ingenious 
methods of escape. 

The standard rate of income tax fixed by the 
Finance Act, 1914, which received the Royal Assent 
on July 31, was Is. 3d. in the £, whilst super-tax 
ranged from 5d. in the £ on the first £500 of the 
excess over £2,500, to Is. 4d. in the £ on the excess 
over £8,000. The highest rate of estate duty was 
20 per cent. (raised from 15 per cent. by that Act). 

The second Finance Act of 1914, passed in No- 
vember of that year, started the increases of taxation 
which, with few intermissions, have continued ever 
since. With the aim of doubling the yield from 
income tax for the remaining four months of the 
fiscal year 1914-15 the standard rate of income tax 
was increased by one-third to Is. 8d. in the £, and the 
highest rate of sur-tax to Is. 94d. in the £1. No change 
was made in the rates of estate duty, however, until 
1919, and the yield from death duties remained 
steady during the intervening period. In 1919 the 
highest rate of estate duty became 40 per cent. ; 
to-day it is 55 per cent. 

Although enormous sums were raised by means of 
taxation, the war of 1914-18 was financed prin- 
cipally by borrowing, thus throwing a considerable 
part of the burden on future generations. In 1914 
the National Debt amounted to under £700,000,000 ; 
in March, 1939, it was over £8,100,000,000. 

Various new methods of taxation were devised 
during the Great War. These included taxes on 
entertainments, railway tickets, household matches, 
table waters, etc., in addition to the Excess Profits 
Duty which, in spite of its many imperfections, 
brought huge sums to the revenue. (The simpler 
Corporation Profits Tax, imposed on the profits of 
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incorporated bodies, was not introduced until after 
the war.) 

The standard rate of income tax was increased to 
3s. in the £ in 1915, to 5s. in 1916, and to 6s. in 1918, 
at which rate it remained until 1922. Super-tax rates 
were further increased in 1915, the highest rate being 
3s. 6d. In 1918 this was increased to 4s. 6d. and the 
“starting-point ’’ reduced to £2,000. We entered 
the present war with a standard rate of income tax 
of 5s. 6d. in the £ and sur-tax rates which for 1938-39 
reached 9s. in the f. 

It is of considerable interest to compare the 
following figures :— 

Expenditure 1918-19 Over £2,579,000,000. 

1938-39 Nearly £940,000,000 
(exclusive of borrowed money). 

In 1938-39 we spent nearly {400,000,000 on the 
defence services (including food reserves and A.R.P.), 
of which £128,000,000 was borrowed, and before the 
outbreak of war a month ago we had already 
determined to spend £730,000,000 in 1939-40, of 
which £500,000,000 was to be raised by borrowing. 
The war has therefore found the country in a much 
more advanced state of preparedness than was the 
case in 1914, and to this extent the further burdens 
should be lightened. 

The following is a comparison of the yields of the 
principal taxes during the last war and immediately 
preceding the present one :— 

Income Tax Excess Profits 


and Super Tax Duty and Death 
(Sur-tax). Munitions Levy. Duties. 


1914-15 70,060,000 Ld 28,060,000 
1915-16 135,000,000 187,000 31,000,000 
1918-19 320,000,000 291,000,000 32,000,000 
1938-39 398,000,000 — 77,000,000 

It is significant that in the last fiscal peace year 
(1938-39) income tax and death duties each produced 
considerably more than in the last year of the Great 
War. This fact must be read with qualifications, 
however, as E.P.D. was an allowable expense for 
income tax purposes, and decreased the yield of 
income tax in 1918-19. 

Increases in profits as a result of the war of 1914-18 
were attacked by the Excess Profits Duty, which 
was introduced in 1915 and continued until 1920. 
With certain exceptions all trades and businesses were 
rendered liable to this impost, which was computed 
on the amounts by which the profits exceeded those 
of a pre-war standard. If the profits exceeded the 
standard by more than £200 (£500 in the case of 
businesses carried on by persons after war service), 
the duty was as follows :— 


So) ete ay en 
<< ag. tee J a 


Sake 
< 
| pO PS il “ 
a 
— 
| ee 3 
> ‘on 
] ; 
t 
t u 
1 
1 : 
a g 
; 3 
1 a 
: 
4 
r i 
e . 
y # 
O 
d 3 
n 5 
e <A 
e€ 
is f 
if - 
e fr 
st & 
n he 
™ é 
- ae 
h ee | 
oT ce 
Ww | 
s <7 
it 
&. ‘ 
st : 
1e | 
rs | 
or 
t- . 
ly | 
al | 
as 
to 
of d 
on tye 
1g WS 
ut 
1S, a 
to ‘4s 
on vy 
i bes 
a ee ee a oo ee lk SS ee ee  _— i 


j2 ACCOUNTANCY 
Under Finance Act 1915 50 per cent. 
1916 60 ,, 
1917 80 ,, 
1918 80 ,, 
1919 40, 
1920 60 __,, 


After the war many retrospective adjustments 
had to be made, and a considerable experience was 
gained to which recourse will presumably be had in 
considering what form special war taxation shall take. 


The Finance Act, 1939, has already imposed the ~ 


Armament Profits Duty, but this was designed not 
so much as a piece of revenue-producing machinery 
as a supplementary check upon the profits of the 
armaments industry, which are already affected 
by the limitations on profits imposed by the Govern- 
ment Departments by whom the contracts are placed. 
This duty is 60 per cent. of the excess profits arising 
from armament contracts compared with a prescribed 
standard based generally on the profits of what may 
be regarded as normal periods. The duty does not 
apply to non-armament activities, although sub- 
contractors engaged directly or indirectly in arma- 
ment or analogous businesses are liable to it. 

We also commenced the present war with the 
National Defence Contribution, a-duty on the profits 
of trades and businesses, imposed for five years as 
from April 1, 1937, and now in full working order. 
The rate is 5 per cent. in the case of trades and 
businesses carried on by corporations and 4 per cent. 
in the case of other businesses, and the duty is cal- 
culated on the profits where these exceed £2,000 per 
annum, an abatement being allowed where the 
profits exceed {2,000 but do not exceed £12,000 per 
annum. 

The War Budget, which is discussed on page 10 
of this issue, introduces no direct taxes addi- 
tional to those mentioned in this article, though it 
involves great increases in the rate of income tax and 
sur-tax and resurrects the Excess Profits Duty of the 
last war. With the detailed implications of these 
changes in taxation we propose to deal in the next 
issue of ACCOUNTANCY. Meanwhile it may be 
remarked that our taxation yield in the last war, 
though it was enormous—as the figures above go to 
show—was only a part of what the country can now 
bear without untoward repercussions on the economy. 


TAXATION NOTES 

Income Tax Procedure (Emergency Provisions) 
Act, 1939 

Under the above Act, passed on September 7, 1939, 

the Commissioners of Inland Revenue may by order : 

(a) Transfer the functions of General Commis- 

sioners of one division or area to those of another 

division or area, or to the Special Commissioners ; 
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(b) Transfer the functions of any assessor to the 
Inspector of Taxes ; 

(c) Transfer the functions of the Additional Com- 
missioners for any division or area to the 
Inspector of Taxes, either alone or acting with 
one or more of those Commissioners. 

Any order so made may be general or restricted 
to any specified class or classes of matters, and may 
be revoked or varied by a subsequent order. Before 
making an order as to the Additional Commissioners, 
the Commissioners of Inland Revenue must communi- 
cate its terms to the General Commissioners, and if, 
after the order is made, the Commissioners of Inland 
Revenue are satisfied that the continuance in force 
of the provisions is unnecessary, and that the General 
Commissioners desire revocation thereof, they are to 
revoke the provisions accordingly. 


Hoardings 


The profits from letting hoardings are taken into 
account in fixing the annual value for Schedule A 
purposes of the premises to which the hoardings are 
attached or form part. If the hoardings are not 
attached to such property, the profits are assessed 
under Case I or Case VI of Schedule D, according 
to whether or not a business in letting hoardings is 
carried on. 

If a “ void’”’ claim is made under Schedule A in 
respect of property having a hoarding attached, the 
annual value applicable to the hoarding must be kept 
in charge. An important repercussion of this was 
seen in Solomon v. Commissioners of Inland Revenue 
(1933, 18 Tax Cases, 227), where S. was one of a 
group of persons who obtained a lease of land, under 
which buildings on the land were to be demolished 
and a new building erected. In the year in question, 
the property was assessed under Schedule A in respect 
of rents from hoardings, an assessment which was 
less than the ground rent payable under the lease. 

The figures were as follows :— 

Total S.’s share 


£ s. d. £ s. d. 
Net annual value (rents 
from hoardings) 


Ground rent 


194 2 4 18 4 0 
2,137 10 0 228 0 0 


The appellant claimed to deduct for sur-tax pur- 
poses his proportion of the ground rent payable, 
but it was held that he was not entitled to deduct 
more than an amount equal to his proportion of the 
net annual value as assessed, the effect being that 
the income from the property was eliminated by the 
deduction. The landlord would, of course, return 
only the net annual value, and S. thus bore sur-tax 
on what the landlord enjoyed. It must be emphasised 


that General Rules 19 and 21 do not apply to ground 
rents, the deduction of tax from which is governed 
by Rules 1 and 4 of No. VIII, Schedule A, which 
limits the deduction to the tax paid by the occupier. 
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Recent Tax Cases 


Schedule D, Case V.—Dividends paid by foreign 
holding company out of British dividends taxed by 
deduction—Whether exempt from direct assessment on 
ground of double taxation. 

In Barnes v. Hely Hutchinson (House of Lords, 
July 27, 1939, Tax Leaflet 1035) a British resident 
was the holder of certain preference shares in an 
Indian company, registered in Calcutta. The Indian 
company held ordinary shares in two British com- 
panies, the whole of whose profits had been assessed 
to British income tax: when the British companies 
paid dividends to the Indian company they deducted 
income tax in accordance with General Rule 20 of 
the Rules applicable to all Schedules. The Indian 
company also received certain other income which 
had not suffered British tax and out of these combined 
sources it paid a dividend to the British resident. 
He, in turn, was assessed to British income tax under 
Case V, Rule 1, of Schedule D on the full amount of 
the dividend received by him. The question in issue 
in the case was whether the taxpayer was entitled to 
claim that the assessment should be reduced to the 
extent that the dividend had been paid by the Indian 
company out of the British dividends which had 
already suffered tax by deduction. In the King’s 
Bench Division and in the Court of Appeal (Jncor- 
porated Accountants Journal, February and July, 
1938) it was held that so far as the assessment covered 
profits which had already suffered British tax, it 
was bad and ought to be reduced accordingly, but 
the House of Lords upheld the Crown’s contention 
and restored the assessment to its full figure. The 
taxpayer founded his case on the decision of the 
Court of Appeal in Gilbertson v. Fergusson (1 T.C. 501) : 
but in that case the foreign company, the Ottoman 
Bank, which carried on business in England as well 
as abroad, paid income tax on its British profits by 
direct assessment: in these circumstances the Court 
of Appeal held that dividends paid out of these 
British profits had already suffered tax and could not 
again be assessed to income tax in the hands of the 
recipients. Though in the present case the House 
of Lords expressed certain doubts as to the correctness 
of the decision in Gilbertson’s case, they expressly 
refrained from overriding it, since it had stood 
unchallenged since 1881. The House of Lords held, 
however, that Gilbertson’s case was clearly dis- 
tinguishable from the present case in that there the 
Ottoman Bank had itself been directly assessed in 
respect of its English profits, whereas in Hely 
Hutchinson's case the Indian company was not 
itself the subject of a British assessment but merely 
suffered an incidental reduction of its profits by reason 
of the deduction of tax from the dividends it received : 


the latter circumstance, it was said, does not give rise 
to double taxation when the Indian dividend comes 
to be assessed in the hands of its recipient. Although 
the House of Lords in terms confined this decision to 
the case of preference shareholders, who could hardly 
be said to suffer double taxation so long as they 
received from the Indian company the full amount of 
their fixed dividend, it was further suggested that the 
same reasoning would be applicable to ordinary 
shareholders also. 


Schedule D—Solicitors advancing money to clients— 
Deduction of losses incurred. 

In W. A. & F. Rutherford v. Commissioners of 
Inland Revenue (Court of Session, July 13, 1939, Tax 
Leaflet 1033) a Scottish firm of solicitors, who were 
Writers to the Signet, claimed to deduct from the 
Schedule D assessment on their professional profits 
certain losses which they had incurred in connection 
with loans made to clients. These loans were made 
in the ordinary course of the firm’s business as 
insurance agents, factors and registered stockbrokers, 
as well as solicitors. The firm did not bring evidence 
to show that it was a custom of solicitors to advance 
money to their clients, but it was argued in the Court 
of Session that they carried on a special kind of com- 
posite business of which moneylending was a part : 
accordingly, in their contention, the losses arose out 
of their profession and ought to be allowed as deduc- 
tions in computing their Schedule D assessment. 
The General Commissioners held, following Com- 
missioners of Inland Revenue v. Hagart and Burn- 
Murdoch (14 T.C. 433), that the monies in question 
were not laid out wholly and exclusively for the 
purpose of the firm’s profession, within the meaning 
of Rule 3 (a) of the Rules applicable to Cases I and II 
of Schedule D, and that the losses incurred were 
therefore not admissible deductions. The Court 
of Session upheld this view: reference was made to 
the opinion expressed in the House of Lords in 
Hagart and Burn-Murdoch’s case to the effect that 
although Scottish solicitors may frequently lend 
money to their clients it is no essential and necessary 
part of their profession to do so, and that a special 
finding of fact would be required in order to justify 
such an assumption. No such finding, it was said, 
was made in the present case and accordingly the 
appellants’ contention was precluded. 


Estate Duty—Interest ceasing on death—-Death of 
annuttant—Northern Irish estate duty. 

In ve White, Skinner v. Attorney-General (House of 
Lords, July 25, 1939), a testator by his will gave to 
his widow an annuity of {7,500 charged on his 
residuary estate; he died in 1923 domiciled in 
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Northern Ireland. The widow died in 1936 and at the 
date of her death a substantial portion of her late 
husband’s residuary estate consisted of property 
situated in England ; the Estate Duty Office claimed 
that estate duty was payable on the widow’s death 
on the English property as being property ‘‘ deemed 
to pass ’’ on her death within the meaning of Section 
2 (1) (6) of the Finance Act, 1894 (7.e., “‘ property in 
which the deceased . . . had an interest ceasing on 
death ’’), but the widow’s executors contended that 
that subsection was inapplicable inasmuch as the 
widow had no interest in the English property itself 
but only an interest in a foreign chose in action, 
namely, a right to enforce administration of the 
estate in Northern Ireland. The executors further 
claimed that since estate duty had been paid in 
Northern Ireland on the husband’s death, the 
executors were protected by Section 5 (2) of the 


Legal 
INSOLVENCY 


Bankruptcy Act, 1914—Annuity bequeathed subject to 
forfeiture clause—Discharge from bankruptcy made 
effective after Testator’s death—Forfeiture clause 
operates from date of death and prevents the annuity 
from vesting. ; 

In ve Walker, Public Trustee v. Walker (1939, 3 All 
E.R. 902) a testator who died on November 16, 1938, 
in his will directed his executor “ to pay out of the 
income of my estate the sum of £250 per annum to 
my brother L. U. W. during his life until he shall 
assign charge or otherwise dispose of the said income 
or some part thereof or become bankrupt or do some- 
thing whereby the said income belonging to him or 
some part thereof would become payable to or 
vested in some other persons.” L. U. W. was 
adjudicated bankrupt on September 29, 1937. He 
applied for his discharge, and on November 15, 1938, 
it was ordered that he be discharged as from Decem- 
ber 15, 1938. The Public Trustee raised the question 
whether the trust to pay the annuity of £250 per 
annum to L. U. W. during his life until the happening 
of any of the events mentioned in the trust had 
failed or determined by reason of the bankruptcy of 
L. U. W. during the testator’s lifetime. It was 
admitted that had there been no discharge in the 
bankruptcy, the forfeiture clause would have been 
effective notwithstanding the words of futurity in 
which it was couched, and the gift over to the children 
of L. U. W. would have taken effect. But it was 


argued that, as the discharge took effect before any 
payment in respect of the annuity had been made 
or could legally have been demanded, the Court, in 
construing the provisions of the forfeiture clause, 
ought to confine the operation of the words to exist- 
ence of a bankruptcy at the date when the first 
payment in respect of the annuity was made or 
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Finance Act, 1894 {as amended by Section 14 (a) of 
the Finance Act, 1914), which provides (so far as is 
relevant) that: “If estate duty has already been 
paid in respect of any settled property since the date 
of the settlement, the estate duty shall not . . . be 
payable in respect thereof, until the death of a person 
who was at the time of his death . . . competent to 
dispose of such property.’’ The House of Lords 
held, however, affirming the decision of the Court 
of Appeal (noted in the May number of ACCOUNTANCY, 
page 289), (1) that the widow had a charge on the 
actual English property so far as her annuity was 
concerned and therefore had an “interest ’”’ in it 
within the meaning of Section 2 (1) (5), and (2) that 
the term “estate duty”’ in Section 5 (2) did not 
include at the relevant date estate duty payable in 
Northern Ireland and accordingly that the exemption 
claimed under this subsection did not apply. 


Notes 


could have been demanded. Reference was made to 
a number of cases in which the material bankruptcy, 
though existing when the will became operative, had 
been annulled before any payment in respect of that 
gift had been made or could be demanded. Lux- 
moore, L.J., stated that in the present case there was 
no annulment of the bankruptcy, but only a sus- 
pension of its discharge until a date after the testator’s 
death. L. U. W. was a bankrupt at the testator’s 
death and remained a bankrupt until the order 
for discharge became effective on December 15, 1938, 
which was one month after the testator’s death. 
The effect of an annulment was not the same as the 
effect of a discharge. Where an annulment took 
place, in the absence of an express direction to the 
contrary, there was an immediate re-vesting in the 
person whose bankruptcy was annulled of that per- 
son’s property which remained in the hands of the 
trustee. In the present case the annuity given to 
L. U. W., which took effect on the testator’s death, 
though nothing was legally payable until one year 
after, would but for the forfeiture clause have vested 
in the trustee in bankruptcy and would not have re- 
vested in L. U. W. when the discharge became 
effective. The decisions as to annulment of a 
bankruptcy were not applicable to the case of a 
discharge. But for the forfeiture clause, the title 
of the trustee in bankruptcy would have been effective 
as on November 16, 1938. On that date the annuity 
given to L. U. W. would, apart from the forfeiture 
clause, have vestedin him. Thus the forfeiture clause 
operated to prevent the vesting and it transferred the 
annuity to the children of L.U. W. He reached that 
conclusion with some regret, as it was a hardship on 
L. U. W. that his discharge should have been applied 
for only one day before the testator’s death ; but it 
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was impossible to place any other construction upon 
the will. The material date was the death of the 
testator and not the date on which the first instalment 
of the annuity became legally payable. 


Deeds of Arrangement Act, 1914, Sections 1 and 2— 
Composition with Creditors—Oral Agreement—Failure 
to register receipt stating terms of the agreement. 

In Hughes and Falconer v. Newton (1939, 3 All 
E.R. 869) an interesting point arose under Section 2 
of the Deeds of Arrangement Act, 1914, which 
provides that when an arrangement by a debtor 
with the general body of his creditors is made by a 
deed or a written instrument, this must be registered 
in accordance with the Act and the Rules, otherwise 
it will be wholly void and inoperative. Charles, J., 
decided that a receipt given to the debtor at the 
request of a third party, acknowledging a sum in 
respect of a payment of 5s. in the £ on the amount 
of the plaintiffs’ claim, which they had accepted in 
full satisfaction and discharge of that claim in 
consideration of the defendant’s other creditors 
accepting a similar composition upon the amounts 
respectively due to them, was not a written instru- 
ment which required registration under Section 2. 
Although there have been many analogous cases under 
the Bills of Sale Act, this is the first decision of its 
kind under the Deeds of Arrangement Act. The 
facts were as follows: A petition in bankruptcy had 
been lodged against a debtor whose father desired 
that the petition should be withdrawn. Therefore 
it was essential to make a composition acceptable to 
the creditors. The debtor’s father informed the 
solicitor acting for the debtor that he would provide 
enough money to pay 5s. in the £. On November 16, 
1937, there was a meeting of creditors at which the 
debtor’s solicitor offered to pay 5s. in the £ on the 
plaintiffs’ judgment debt. That money was to be 
provided by the debtor’s father, but he was not a 
party to any agreement in the proceedings. On 
November 30 the plaintiffs agreed orally to accept 
and promised that if they were paid, or were satisfied 
that it would be paid, the petition would be with- 
drawn. Accordingly the petition was withdrawn. 
The money was paid over on January 26, 1938, and 
was accepted in accordance with the oral agreement. 
A receipt was given acknowledging the sum of 
£1,863 “* being 5s. in the £ on the amount of our claim 
against him amounting to £7,455 which we agree to 
accept in full satisfaction and discharge of that claim 
in consideration of all his other creditors agreeing 
to accept a similar composition upon the amounts 
respectively due to them.”’ That receipt was given, 


not at the request of the debtor, but only because his 
father, who was not a party to the action, said that 
he wanted a receipt in that form. The receipt 
correctly reproduced the terms of the oral agreement 
It was argued that as 


made on November 30, 1937. 
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the receipt was a record of an oral agreement, it 
ought to have been registered under the Deeds of 
Arrangement Act, Section 2. The Judge held, 
however, that it was a totally unnecessary document 
and was not intended to be a record of the oral agree- 
ment so far as the plaintiffs and the defendant were 
concerned. It came into being at the request of 
somebody who was not a party to the action, and if 
it had not been signed, satisfaction would have been 
complete, the money would have been paid, the oral 
agreement would have been implemented, and the 
matter would have ended. In those circumstances 
it was not open to the plaintiffs to reopen the whole 
of the matter or to treat the receipt as a record of a 
transaction which required a record. The document 
was one which did not need registration. 


EXECUTORSHIP LAW AND TRUSTS 
Will—Annuity “ free of income tax at current rate for 
time being deductible at source’’—Annuitant not 
entitled to retain reliefs and allowances. 

Difficulties often arise in construing bequests of 
annuities “‘ free of income tax.”’ In ve Eves, Midland 
Bank Executor & Trustee Co., Ltd. v. Eves (55 T.L.R. 
961) the facts were as follows :—The testator pro- 
vided that his trustees should pay to his wife ‘‘ during 
her life the yearly sum of £1,000 to be paid free of all 
duties and free of income tax at the current rate for 
the time being deductible at the source by equal 
quarterly payments.’’ The question arose whether 
the widow was entitled to obtain and retain for herself 
all the reliefs or allowances from or in respect of 
income tax to which she might be from time to time 
entitled in respect of the annuity. Morton, J., held 
that she was not so entitled and followed the authority 
of in re Pettit (1922, 2 Ch. 765). The words of the 
bequest indicated that only income tax payable at the 
current rate deductible at the source was contem- 
plated by the testator, and that he did not intend 
his wife to have the annuity free of sur-tax if and 
when, by reason of her having other means, sur-tax 
should be payable. The annuitant must pay to the 
trustees of the residuary estate all income tax repaid 
to her by the Commissioners of Inland Revenue in 
respect of the annuity. 


Will—Gift over on death of tenants in common— 
Survivor takes all for life. 

It is well settled that where there is a gift of an 
annuity to A. and B. to be equally divided between 
them for their lives, with a gift over after the death 
of both or after the death of the survivor, the survivor 
takes the whole for life. This construction was 
applied in re Ragdale (1934, 1 Ch. 354), a case where 
one of the annuitants predeceased the testator. In 
the recent case of ve Riall, Westminster Bank, Ltd. 
v. Harrison and Others (1939, 3 All E.R. 657), Simonds, 
J., applied the above rule and held that the fact that 
the testatrix had divided the capital into equal 
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moieties made no difference. The testatrix in this 
case directed her trustees, after payment of certain 
legacies, to divide the balance of her residuary estate 
into two equal parts and to pay the income from one 
moiety to one of her two sisters for life, and, after 
her death, to pay the income of that moiety to that 
sister’s husband (he predeceased the testatrix). 
The income of the other moiety was given to the other 
sister of the testatrix for life. On the death of the 
last survivor of the life tenants, the residuary estate 
was to be divided among several charities. The 
trusts of the first moiety determined on the death 
of the first sister, and the question arose whether the 
surviving life tenant was entitled during the remainder 
of her life to the income to which the deceased life 
tenant had been entitled, or whether during that 
period, in the absence of express provision in the 
will, such income passed to the charities or went 
as onan intestacy. Simonds, J., held that, on reading 
the will as a whole, it was clear that it was not the 
testatrix’s intention to benefit the charities until 
after the decease of all three life tenants (including 
the sister’s husband who predeceased the testatrix). 
Her intention was that the tenants for life should 
receive the whole income from the residuary estate 
until the death of the last survivor of them, and that 
only then should the charities mentioned in the will 
become entitled to their shares in the capital of the 
residue. He declared, therefore, that the whole 
income should be paid to the surviving life tenant 
during the remainder of her life. 


Investment Clause in Settlement—Power to invest in 
“ Stocks, Funds and Securities’’—Held to include 
power to invest in fully-paid shares of a Limited Com- 
pany. 

The Companies Act, 1929, section 380, states that 
in that Act, unless the context otherwise requires, 
‘““ share ’’ includes stock except where a distinction 
between stock and shares is expressed or implied. 
Section 50 (1) (c) empowers a company, if authorised 
by its articles, to convert all or any of its paid-up 
shares into stock, and re-convert that stock into 
paid-up shares of any denomination. In the recent 
case of In re McEachern (55 T.L.R. 937), Bennett, J., 
held that in the absence of a context showing that the 
meaning of the word “ stocks ”’ is to be restricted, it 
is to be interpreted as including fully-paid shares. 
The facts were: A settlement was made in 1927 
whereby the settlor recited her intention forthwith 
to transfer and pay certain investments and a sum 
of cash to trustees, subject to the trusts and with 
the powers and provisions thereinafter declared and 
contained. The investments consisted of ordinary 
shares in limited companies. Clause 1 provided that 
the trustees “‘ shall either allow the said investments 


or any of them to remain in the existing state of 
investment for so long as they shall think fit, or may 
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at any time or times sell the same investments or 
any of them and invest the proceeds in or upon such 
stocks, funds and securities as they shall think fit 
and may at any time vary any investments made as 
aforesaid for any other or others.’’ The question to 
be determined was whether power to invest in stocks, 
funds, and securities enabled an investment to be 
made in fully-paid shares of a limited company. 
Bennett, J., decided that it did. 

It is difficult to distinguish the present case from 
the case of In re Wills, Spencer v. Wills (1911, 2 Ch. 
es although Bennett, J., says that the present case 

“plainly distinguishable.”” In ve Wills, Eve, J., 
decided that a power to invest in “‘ preference stock ” 
did not empower the trustees to invest in fully-paid 
preference shares. He held that there was a minute 
but obvious distinction between the two classes of 
investments described as “ preference stock ’’ and 
“ preference shares.’’ The nature of the distinction 
was not explained, and it is difficult to appreciate how 
such a distinction can exist in the case of preference 
stock and preference shares, if, in the words of 
Bennett, J., “there is no real distinction between 
stock of a limited company and fully-paid shares of 
a limited company.”’ 


A.R.P. SHELTERS AND RATING 
A Scottish Case 


An appeal case came before the Paisley Valuation 
Court last month in respect of an assessment placed 
on each of two A.R.P. first-aid posts in Renfrew. It was 
claimed that the valuation should be “‘nil.”” It was 
pointed out that the Rating and Valuation (Air-Raid 
Works) (Scotland) Act, 1938, provides that no person 
shall be liable to pay any rate of assessment in respect 
of any land or heritage intended to be occupied or used 
for the purpose of affording protection in the event of 
hostile attacks from the air, and not used for any other 
purpose. 

It was stated by the Assessor that the premises were 
used as stores and for meetings for discussion by the 
Air Raid Warden for the purpose of affording protection 
in the event of air-raids. The appeal was dismissed, 
presumably on the grounds that storage and discussion 
of air-raid problems by the wardens took the premises 
outside the Act, which seems a somewhat narrow view. 


RECENT LEGAL CASES 
The following recent legal cases are dealt with 
in this issue : 


CASE PAGE 
Barnes v. Hely Hutchinson ... roe os oe 
W. A. & F. Rutherford v. C.I.R. re - bs 
Re White : Skinner v. Attorney-General we . ke 
Re Walker : Public Trustee v. Walker ... a 


Hughes and Falconer v. Newton ... 15 
Re Eves : Midland Bank Executor & Trustee Ce. 
Ltd. v. Eves i 15 
Re Riall: Westminster Bank, L td. Vv. Harrison 
and Others oie me ee aaa ooo Oe 
In re McEachern bite a ell am —— 
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MUNICIPAL ACCOUNTS 
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Municipal Housing Accounts 


Recent war-time developments in regard to 
municipal housing will have their effects upon local 
authorities’ accounting and finance. These effects 
will, however, take a little time to work themselves 
out fully, and this article is therefore mainly a 
recapitulation of the main factors involved in muni- 
cipal housing accounts as at the outbreak of war. 
The scope and import of war-time measures affecting 
municipal housing itself are, nevertheless, briefly 
reviewed at the end of the article. 

Many but not all of the complications arising 
through various types of subsidy were abolished in 
1935. The Housing Act of that year introduced the 
principle of consolidation and prescribed the keeping 
of a statutory housing revenue account. This 
account includes the transactions relating to :— 

(a) All dwellings and other buildings provided after 
February 6, 1919, by the local authority in its 
capacity as a housing authority. It is immaterial 
whether the dwellings attract State subsidy or not. 

(4) Land acquired or appropriated after the above 
date for housing purposes. 

(c) Dwellings belonging to the authority in respect of 
which assistance has been given under the Housing 
(Rural Workers) Act, 1926. 

(d) Other dwellings which may be included with the 
special consent of the Minister of Health on the 
application of the authority. 

The latter may be either :— 

(i) Pre-war dwellings. These were all unassisted by 
the State. 

(ii) Dwellings provided or acquired by the local 
authority otherwise than under the Housing 
Acts, é.g., in connection with street improve- 
ments. 

Assistance given to private enterprise in respect 
of housing is not included in the statutory revenue 
account. 

Section 43 of the Housing Act, 1935 (repealed and 
re-enacted as Section 129, Housing Act, 1936), 
prescribes the items which are to be credited and 
debited to the housing revenue account. 


The credits are as follows :— 

(a) Income from rents (excluding rates and water 
charges). 

(6) Exchequer contributions. 

(c) County Council contributions (to Rural District 
Councils and Metropolitan Borough Councils). 


(d) Assistance under Housing (Rural Workers) Act, 
1926. 


(e) Local authorities’ contributions as set out in the 
Eighth Schedule of the 1936 Act. These include 
the statutory rate contributions prescribed by 
various Housing Acts, and an additional contri- 


bution to make up any deficiency on the account 
for the year. 

The debits are as follows :— 

(i) Loan charges, whether on capital expenditure 
approved or disallowed for subsidy purposes. 

(ii) Rents, taxes, and other charges (except rates and 
water charges, which are excluded from both sides 
of the account). 

(iii) Expenditure on supervision and management. 
(iv) Contribution to housing repairs account. 
(v) Contribution to housing equalisation account. 


An amount equal to any income from investments 
arising from sales of houses, etc., will, unless the 
Minister otherwise directs, be credited to the housing 
revenue account, as well as any income from invest- 
ments of borrowed money in respect of which the 
loan charges are debited to the account. The Minister 
may also give direction for appropriate credits or 
debits in respect of other income or outgoings which 
ought to be brought into account. 

The housing repairs account is to be kept for the 
purpose of equalising, as far as practicable, the 
annual charge for repairs and maintenance. The 
minimum contribution is an amount equal to 15 per 
cent. of the net rents, and deficiencies are not allowed 
to accumulate. 

The housing equalisation account is designed to 
equate the Exchequer contributions, and contributions 
from other authorities, against loan charges. In 
certain cases, the contributions are payable during 
40 years only, whereas the loan charges may run for 
60 years. This account may be dispensed with if the 
Minister is satisfied that the same is unnecessary, 
e.g., if the local authority has arranged its loan 
sanctions so that the estimated unremunerative debt 
is extinguished within the subsidy periods relating 
thereto. 

Amounts equal to the surplus balances on the 
repairs or equalisation accounts may be used tem- 
porarily for the purpose of financing expenditure 
under any statutory borrowing power. If not so 
utilised the like amounts must be invested in statutory 
securities. Utilisation for capital purposes is, of 
course, equivalent to investing in the authority’s own 
securities. Amounts equal to the interest earned 
must be credited to the respective accounts. 

The principal advantage arising from the con- 
solidation of housing accounts is that local authorities 
are now free to deal with their houses as a whole, the 
contributions payable by the Exchequer being 
pooled and carried into one account. Further, the 
restrictions on rents, which formerly applied to 
schemes assisted under the Housing Acts of 1924 and 
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1930, have been abolished. All lettings are now 
subject to the same conditions, the most important 
of which are as follows :— 

(a) Preference in selection must be given to persons 
living under unsatisfactory housing conditions or 
with large families. 

(b) Account must be taken of ordinary working-class 
rents in the locality. Rebates may be granted. 

Although subsidies were consolidated and brought 

into one account, it is still necessary to make certain 
separate calculations. 


In the case of schemes assisted under the Act of 


1919, the Exchequer contribution is the estimated 
loss for the year, less an amount equal to the produce 
of a penny rate. As regards metropolitan borough 
councils, there is no deduction of the penny rate as 
the latter is a county charge in London. 

Detailed directions are given as to the ascertain- 
ment of the estimated annual loss. Rents are 
stabilised on the basis of the amounts charged and 
approved for subsidy purposes at the end of March, 
1935, and supervision and repairs are also stabilised 
according to a somewhat complicated formula as 
set out in the Act. The penny rate and the loan 
charges are revised annually on the basis of actual 
figures. Loan charges will exclude charges on 
expenditure not approved by the Minister and are 
subject to certain limitations in case of reborrowing. 
Thus it will be appreciated that the ‘‘ estimated loss ” 
may differ substantially from the actual loss. 

An agreement may have been made with the 
Minister prior to the passing of the Act of 1935 under 
Section 45 (2) of the Housing Act, 1930, and in such 
cases the estimated annual loss will be determined 
in accordance with that agreement and not as detailed 
above. 

Adjustments will be made in the subsidy in certain 
circumstances, namely, if the number of dwellings 
included in a scheme under the Act of 1919 is changed 
by reason of a sale, the closing or demolition of 
temporary dwellings, an alteration of boundaries 
or otherwise. Certain difficulties have arisen in 
connection with such adjustments, but it is impos- 
sible in the limits of this article to go into details. 
Local circumstances have varied considerably, and 
in any case the Minister’s decision is final. 

A similar calculation to that required for the 1919 
Act subsidy has to be made to determine the Ex- 
chequer contributions in respect of certain slum 
clearance schemes assisted under Section 1 (3) 
Housing Act, 1923, under which the State subsidy is 
an amount equal to one-half of the estimated annual 
loss during 60 years. 

Other Government subsidies require no detailed 
calculation, being either a fixed amount per dwelling 
or a fixed amount per person displaced and for whom 
new accommodation is provided. 

The correct keeping of the housing revenue account 
is important because if a surplus arises the same does 
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not automatically accrue to the local authority. 
Section 130 of the Act of 1936 provides that, at 
March 31, 1940, and each five years thereafter, any 
surplus not required to repay to the general rate 
fund any additional contributions (to cover defi- 
ciencies) during the last four years may, with the 
consent of the Minister, be applied in whole or part 
as follows :— 

(a) Transfer to housing repairs account (as an addi- 

tional contribution thereto). 

(b) Carry forward to next period. 

In so far as not so applied, the surplus is to be 
divided proportionately between the Exchequer 
and the local authority, the proportion being based 
on the respective net contributions during the 
preceding five years. 

In addition to the actual accounts enumerated 
above, the regulations issued by the Minister of 
Health under the 1935 Act require local authorities 
to keep certain registers, e.g., register of new houses 
and register of contributions payable by the local 
authority and the county council. 

Detailed subsidy claims and copies of the housing 
revenue account, equalisation account and repairs 
account, together with certain other statistics, must 
be submitted annually to the Minister of Health. 

Although housing legislation was consolidated in 
1936, only two years later further legislation was 
passed revising the rates of subsidies for accommoda- 
tion provided in respect of slum clearance, and for 
relief of overcrowding. It may be added that 
subsidies for general housing (as distinct from re- 
housing) had been discontinued since 1933. The 
Act of 1938 introduced a unified State subsidy based 
on the principle of a grant per dwelling. For flats 
on expensive sites a graduated scale was applied 
varying with the cost of land. In short, an improved 
subsidy on the lines of the 1935 Act type was intro- 
duced for both slum clearance and overcrowding, 
and the 1930 Act type of subsidy, based on the 
number of persons displaced, was discontinued. 
Generally speaking the local authority’s statutory 
contribution is one-half of the State contribution. 
Special provisions were incorporated in the Act with 
regard to assistance in respect of housing accommo- 
dation required for the agricultural population. 

By Section 34 of the Civil Defence Act, 1939, an 
additional Exchequer contribution of {2 per dwelling 
will be granted in respect of blocks of flats where 
approved air raid shelter is provided. The local 
authority’s statutory contribution will be increased 
by {1 per flat in such cases. 

It was hoped that the consolidation of housing 
accounts had simplified and improved the position 
of local authorities as regards income tax. In the 
cases of Dickson v. Hampstead (K.B.D. 1927), and 
Birmingham v. Commissioners of Inland Revenue 
(H.L. 1930), it had been decided that interest paid 
in respect of schemes carried out under the Housing 
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Act, 1919, could not be deemed to be paid out of 
taxed profits accruing to the rate fund from trading 
undertakings and other sources. The effect of these 
decisions was that set-off in respect of 1919 Act 
schemes was restricted to (a) the Schedule “ A”’ 
Assessments and interest received in respect of these 
schemes, and (b) the statutory rate contribution of a 
penny rate. As regards Metropolitan Borough 
Councils, as the penny rate was raised as a county 
charge, the set-off was restricted to (a) above. 


The Inland Revenue authorities have not been 
prepared to admit that the new principle of con- 
solidation of housing accounts has the effect of over- 
ruling the Hampstead and Birmingham judgments. 
They have, however, accepted as a working com- 
promise a solution of the difficulty which, in many 
cases, will bring substantial relief from tax. In 
future, all schemes within the housing revenue 
account, together with assistance granted under the 
Housing Acts to private enterprise, may be dealt 
with as one scheme. To this unified scheme may be 
applied the method previously approved by the 
Inland Revenue in respect of schemes other than 
those under the Act of 1919, and known to municipal 
accountants as Supplement C. By this calculation 
of liability to tax State subsidies will, in the first 
instance, be applied to expenditure other than 
interest. In some cases this will have the effect of 
removing any restriction on set-off, but in other cases, 
where the State subsidy is in excess of the “ other 
expenses,’’ the set-off will still be partly restricted. 


Owing to the outbreak of war it has become 
necessary for the Government to pass further legis- 
lation imposing new duties upon heusing authorities. 
After an air raid it is anticipated that many houses 
(and buildings used as housing accommodation) will 
be damaged, but not beyond repair. Provision is 
made in the Housing (Emergency Powers) Act, 1939, 
for repairs in the nature of “ first aid’ to be imme- 
diately carried out by the local authority without 
service of notice and without any consents. Such 
emergency repairs will be of a temporary nature, 
such as placing a tarpaulin on a damaged roof, or 
boarding up a damaged wall. In the case of more 
permanent and structural repairs, the person having 
control of the building is to be given 14 days’ notice 
of the intention of the local authority to carry out 
certain works. The consent of the Minister of Health 
must be obtained. At the expiration of the period of 
notice, and after any representations submitted by 
the person in control of the building have been 
considered, the local authority may enter the premises 
and execute the works. 


The local authority is required to be satisfied 
(1) that the building is unfit by reason of war damage, 
(2) that it is capable, at reasonable expense, of being 
rendered fit, (3) that lack of housing accommodation 
makes it necessary that the building should be rendered 
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fit, and (4) that the person in control of the building 
is unable or unwilling to carry out the necessary works. 

The cost of any works carried out by the local 
authority under these provisions would be registered 
as a charge on the premises, but there would be no 
right of recovery until the end of the emergency. 
The local authority would be financed by means of 
loans advanced by the Ministry of Health. Though 
not specially provided in the Act, it is stated in the 
Ministry’s Circular 1810 that there would normally 
be no repayments of principal or charge for interest 
during the period of the emergency. Also that the 
treatment of any residual liability remaining on the 
local authority would be a matter for consideration 
at the end of the emergency. 

The Act applies, with the necessary modifications, 
to Scotland, but not to Northern Ireland, the Govern- 
ment of which are empowered to make laws for 
purposes similar to the purposes of this Act. 

The Essential Buildings and Plant (Repair of War 
Damage) Act, 1939, provides for “ first-aid ’’ and 
permanent repairs to certain essential buildings and 
plant. Some of these buildings will be either owned 
or occupied by a local authority, e.g., hospitals, first 
aid posts, or schools ; some will be similar buildings 
in private ownership, and others will be buildings 
not directly connected with normal activities of local 
authorities, e.g., bakeries. 

As regards work carried out for private owners, the 
arrangements will be similar to those outlined as 
applicable to houses damaged by war. Loans to 
owners may be advanced either by the appropriate 
Government department or by the local authority. 
In the latter case the local authority will, in turn, 
borrow the money from the Government department. 

In regard to buildings, the cost of works will be 
registered as a charge on the property, and no 
repayment or interest will be demanded during the 
emergency, but in the case of repairs to essential 
plant, interest will be payable during the emergency 
and capital will be payable within a fixed period 
depending on the kind of plant. 

The outbreak of war and the passing of the above 
legislation, imposing new and possibly heavy duties 
upon local authorities, will have an important reper- 
cussion on normal housing activities. Ministry of 
Health Circular 1866 states that, for the time being, 
the holding of Inquiries into Slum Clearance Orders 
will be deferred. No further steps are to be taken 
with Orders that have not reached the stage of local 
inquiry. As regards Orders on which the inquiry has 
been held, the Minister will postpone his decision, or 
the issue of his Order, unless there are special circum- 
stances making it desirable that action should proceed. 

As housing accommodation may be destroyed by 
air attacks, it is considered undesirable that the 
existing supply should be diminished, and even when 
clearance orders have been confirmed the Minister 
is of opinion that, save in exceptional circumstances, 
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the steps taken should stop short of actual demolition. 
Questions which may arise as to payment of subsidies 
will be considered later. Similar action should be 
taken with regard to demolition orders and re- 
development schemes. Postponement of demolition 
will allow the provision of replacement accommoda- 


FINANCE 


The Month 
The Impact of War 


War is usually conceived as a period in which 
money is pumped out lavishly to expand production 
to the uttermost, yet the first shock of war has been 
acutely deflationary. Employers have been dis- 
missing staff, the public has been cutting down its 
expenditure, the banks have been calling in loans. 
Add to this the prospect at no very distant date of 
heavy increases in taxation, of labour shortages and 
rising costs, combined with a close control of prices 
and profits, and it is not surprising that the Stock 
Exchange has not been a particularly happy place 
since its reopening on the Thursday following the 
declaration of war. At the beginning there was some 
tendency for industrials to be marked up on the 
depreciation in sterling, but this proved very short- 
lived. The boom in Wall Street has had no counter- 
part on this side of the water. Armaments shares 
proper have certainly not benefited—indeed, air- 
crafts have been noticeably weak on fears of special 
taxation. Breweries and tobaccos came under the 
same cloud. All shares connected with luxury 
trades have been particularly hard hit—the West 
End stores, for example, must suffer not only from 
the curtailment of public spending but also by the 
removal of a large part of their clientéle to the 
country. With black-outs and petrol rationing 
severely restricting private motoring, motor shares 
have been friendless, even though the industry should 
prove readily adaptable to war needs. On the other 
hand, a few industrial groups obviously stand to gain 
from war, and shipping shares in particular have 
escaped the general fate. Nevertheless, the net 
effect of war so far is eloquently expressed in a 
collapse of the Financial News index of ordinary 
shares to a new low of 66.4 on September 26, as com- 
pared with the previous low of 73.7 touched in the 
Munich crisis and again in January. 


Gilt-Edged Analysed 


Elsewhere in markets, the combination of a 4 per 
cent. bank rate with minimum prices fixed before 
the outbreak of war has sufficed to bring business in 
gilt-edged practically to a standstill. Home rail 


prior charges have naturally suffered in close sym- 
pathy with gilt-edged, while debentures of all kinds 
and banking and insurance shares have all been 
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tion to be deferred and building programmes to be 
diminished. It may also be necessary for local 
authorities to curtail building for overcrowding and 
general needs. Only in exceptional circumstances 
will the Minister, for the time being, be prepared to 
approve the erection of further houses. 


in the City 


affected by the prevailing fears of a further deprecia- 
tion in gilt-edged values. On the other hand, the 
decline in sterling has directed some attention to 
Argentine issues. And the brightest showing of all 
has naturally been made by commodity shares—oils, 
on their direct war equity, rubbers and tins on the 
rapid increase in production quotas, coppers and 
base metal shares, notwithstanding the fixing of 
maximum prices for the commodities. Since the 
price of gold has risen more sharply than any other, 
gold shares might have been expected to do well, 
but, in fact, have been severely damped down by the 
decision of the South African Government to retain 
any surplus in the price over 150s.—an example 
already followed in Australia and which West Africa 
is also expected to adopt. 


Bank Rate and Minimum Prices 


Underlying the widespread weakness of securities, 
more general factors have been at work than those 
mentioned as the explanation for specific movements. 
To a large extent it can be traced directly to the 
increase in bank rate from the level of 2 per cent. 
maintained for over seven years past to the level 
of 4 per cent. As a consequence of this increase the 
yield on Treasury bills jumped from a little over 
4 per cent. to something over 34 per cent. By 
comparison with this generous return on the shortest 
of all securities, or even with the 2 per cent. obtainable 
on deposits, the yields on longer-dated and _ irre- 
deemable stocks at the fixed minimum prices appear 
hopelessly unattractive—War Loan, for example, 
returns less than 4 per cent. Thus holders of gilt- 
edged have found it practically impossible to turn 
their stock into cash. Unfortunately, the first weeks 
of a war are eminently a time when everybody needs 
cash, and since gilt-edged securities have become 
frozen, there has been fairly heavy realisation of 
leading industrials without regard to their intrinsic 
merits but simply as the sole remaining means of 
obtaining liquid assets. It would naturally be 
incorrect to put the blame wholly on this factor. 
The new regulation that all bargains must be for cash 
and the liquidation of outstanding positions would 
alone account for a great part of the weakness in 
markets. But there can be no doubt that the high 
bank rate must bear part of the responsibility. In 
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the City it was widely hoped that the disparity be- 
tween short and long-term interest yields would be 
corrected, not by a downward revision of gilt-edged 
values (which would reinforce the deflationary in- 
fluences at work through its effect on balance sheet 
valuations), but by a reduction of bank rate. It was 
felt that this could be undertaken quite safely in view 
of the new exchange restrictions and the complete 
absence of any signs of speculative activity which 
would require the corrective of a high rate. Accord- 
ingly the reduction in bank rate to 3 per cent. was 
generally welcomed. 


New Issues Control 


The case for a return to cheap money is enormously 
strengthened by the need to finance war borrowing 
on the cheapest possible terms. In some financial 
quarters attempts are made to argue that a 2 per cent. 
rate is “ artificial ’’ and a 4 per cent. rate “ natural ”’ 
under present conditions. Actually, there is no such 
thing as either a natural or an artificial rate so long 
as unemployed resources exist. If interest rates 
tend to rise, not because trade is booming but because 
the banks or the public fear for their liquidity, the 
safe and sensible thing to do is to create additional 
cash and deposits until rates come down again. It 
would be wrong to suggest that if bank rate were 
restored to its previous level the banks would not 
take up Treasury bills at a corresponding rate— 
they are only too keen to expand their portfolios. 
And if short-term rates were reduced there seems 
little reason to fear any early fall in gilt-edged prices. 


ACCOUNTANCY 2} 


It is, perhaps, not generally realised that since the 
outbreak of war important changes have been made 
which have the effect of bolting the door on any 
alternative employment for savings other than new 
Government loans. The most important of these is 
the sweeping ban on all new capital issues. No issue 
of capital, whether for cash or otherwise, may now 
be made except with Treasury consent—and the 
control is so comprehensive that to borrow money 
in the expectation or with the intention of paying it 
back out of the proceeds of an issue is deemed 
equivalent to making an issue. Not only companies 
and firms of every kind, but also governments and 
corporations, are subject to the supervision of the 
Capital Issues Committee. In this way, competition 
with the Government for the available supply ef 
savings has been almost completely eliminated. The 
control would not be effective if investors were free 
to invest abroad at high rates. But this alternative 
employment for funds has been effectively ruled out 
by the exchange regulations—indeed, existing holders 
of foreign securities may be called upon to surrender 
their holdings to the Treasury. If the national 
income is needlessly reduced by widespread unemploy- 
ment of persons and plant which cannot be converted 
to the needs of war economy—which is equivalent 
to the actual destruction of part of our labour force 
and equipment—it may still prove difficult to prevent 
interest rates from rising in the long run. But if 
production is reasonably maintained, the management 
of interest rates should not, with the aid of suitable 
propaganda, present insuperable difficulties. 


Points from Published Accounts 


Richard Thomas & Company.—A full-length 
article could be written on the accountancy points 
in the accounts of Richard Thomas & Company. 
They are admirably clear, admirably detailed, and 
admirably printed. If shareholders have not recently 
enjoyed good fortune, they have at least been 
well served by the company’s annual reports. The 
full financial scope of the undertaking is set out in a 
combined profit and loss account and consolidated 
balance sheet, in addition to the parent company’s 
statutory accounts, all of which are suitably accom- 
panied by comparative figures. 

Points of presentation may first be discussed. The 
profit and loss accounts, both for the parent company 
and for the group, are in the form of tabular state- 
ments, and not the usual two-sided account. A 
columnar statement, with profit and loss debits 
ranged immediately below the credits, may offend the 
conservative mind, but there is, in fact, no sacrifice 
of clarity. It is merely the conventional method of 
the directors’ report, applied on a larger scale to the 
full profit and loss account. Secondly, the balance 
sheets show a really effective use of grouping. It 


would, in fact, be difficult for the shareholder to make 
much of the rather intricate financial position of the 
group without such assistance. The only reserva- 
tions as to format concern the presentation of the 
general reserve position of the parent company, and 
the list of contingent liabilities of the group. Exigencies 
of space on the liabilities side of these two accounts 
have compelled resort to the use of a ‘‘ box ’’ on the 
assets side, with a suitable cross-reference, setting 
out the full details. Objection to this expedient 
would be gross cavilling. In general, the accounts 
run a close second to those of Dunlop Rubber Com- 
pany for clarity of presentation. 

What are Profits ?—Perhaps wisely, no account- 
ant has attempted to lay down a hard and fast 
definition of profits. His definition, if it were offered, 
would almost certainly come to grief over Richard 
Thomas, for the profit and loss account is a mixture 
of revenue and quasi-capital items. For example, 
the board has decided to deduct from gross revenue 
(£782,203) a net amount of £270,855, in respect of 
losses and running-in expenses at the Ebbw Vale 
works. This latter figure, however, is struck after 
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providing {66,357 from contingencies reserve. Having 
reduced the gross income side by this amount, how- 
ever, the directors proceed to deduct from gross 
interest payable (£390,241) the sum of £200,000, being 
the estimated proportion of debenture interest 
attributable to reconstruction programmes at the 
Ebbw Vale and Redbourn works. These complica- 
tions are completed by the initial transfer, to total 
trading profits, of {26,202 from contingencies reserve, 
te cover special losses and doubtful debts. 

Admittedly, the financial year of the company. 
to April 1, 1939, was exceptional, and accountancy 
practice does not, perhaps, concern itself too closely 
with the presentation of profits figures for abnormal 
years. Yet if, in general, it may be said that profits 
depend very much on what the directors make them— 
subject, of course, to the observance of the principles 
of conservative accounting—it is certainly true that 
the directors of Richard Thomas have exercised their 
_ judgment in favour of caution. 

Triplex Safety Glass.—The directors of Triplex 
Safety Glass have in recent years attempted by 
various means to interest their shareholders in the 
achievements of the company. One annual meeting 
was enlightened by the screening of pictures and last 
year’s meeting was thrown open to the financial Press 
to ask questions on the same footing as shareholders 
themselves. This year’s development might not, 
perhaps, be regarded as an accountancy point, 
strictly considered, but it is nevertheless of interest 
to accountants. The directors have provided a 
summary of the activities of the company in the form 
of simple comment and illustrated by some amusing 
diagrams. The directors point out that the profit and 
loss account and balance sheet do not explain all the 
activities of the company during the year and that 
shareholders may find difficulty in understanding the 
extent of those activities unless they are practised at 
studying accounts. The summary then proceeds to 
describe the company’s sales, disclosing a cash figure 
of “nearly £850,000” which does not, of course, 
appear in the published profit and loss account. 
This gross sales figure is then broken down into 
various expense items. It is equated to 100 by a 
series of ten symbolic men, on the principle of the 
little nigger boys. Raw materials and operating 
supplies absorb 50 per cent. of the value of sales, 
leaving five of the men left, wages and salaries 20 
per cent., depreciation 3 per cent., power, light, 
heat and water 2 per cent., taxation and rates 7} 
per cent. and overheads 6} per cent. The 11 per cent. 
residuum is the overall rate of trading profit in the 
company’s turnover last year. 

This analysis is both diverting and instructive. 
Yet even here the incidence of income tax has to be 
taken into consideration. As the chairman points 


out, the dividend of 20 per cent. on £650,000 capital 
amounts to £130,000 on a gross basis, but after 
deducting tax at standard rate the net sum involved 
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is £94,250, which is approximately the amount which 
has been paid in dividends in the latest year and is 
also equivalent to 11 per cent. on total sales. The 
chairman concludes this novel feature with the 
request that those shareholders who have been 
assisted to understand the accounts a little better 
might care to make any further suggestions which 
would help to make the figures clear in future years. 
Apart from the desirability of grouping the assets 
figures into their main categories there is little in the 
general display of the accounts which calls for 
improvement. 

D. Gestetner, Ltd.—The annual report and 
accounts of at least one company are not printed, for 
D. Gestetner, Ltd., provides its shareholders with a 
useful advertisement for the company’s business by 
issuing a duplicated set of accounts. Typographically, 
these are fully as clear as a printed report, and there 
are no general questions of accounting practice which 
have to be raised regarding the report. It might be 
suggested, however, that the company could enhance 
its accounts by the inclusion of comparative figures 
and, if it is technically possible, extend the 
publicity value of a duplicated form of balance sheet 
and profit and loss account, by giving the particulars 
relating to the preceding year in red. 


IN PARLIAMENT 


GOVERNMENT CONTRACTS 
Mr. De la Bére asked the Minister of Supply the 
number of Government contracts that have been placed 


on the cost plus system ; and whether he will discontinue ’ 


this system in future and put all contracts out to public 
tender ? 

The Parliamentary Secretary to the Ministry 
of Supply (Colonel Llewellin) : On the assumption 
that by the cost plus system my hon. Friend means 
contracts by which the purchaser undertakes to pay the 
actual manufacturing cost of an article, whatever that 
cost may be, plus a profit calculated on a percentage 
of that cost, the answer to the first part of the question 
so far as this Ministry is concerned is “‘ None.” It is 
not, however, practicable to put all contracts out to 
competitive tender since many technical military stores 
are outside the sphere of normal commercial production 
and in a number of cases the demand of the Government 
equals the whole manufacturing capacity so that com- 
petition is excluded. 

Mr. De la Bére : Does the hon. and gallant Member 
realise that the cost plus system is being abused and 
that it requires constant and serious attention ? 

Sir Henry Morris-Jones : May I ask under which 
Department the construction of these camps comes? 
I have received many complaints from my constituency 
that the whole thing is a complete ramp. 

Colonel Llewellin : Each Service Department build- 
ing camps is building them for itself ; it is not a matter 
for the Ministry of Supply. 


ESTATE DUTY 
Sir H. Williams asked the Chancellor of the Ex- 
chequer whether he is prepared to consider the extension’ 
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of Section 14 of the Finance Act, 1900, which relates to 
relief of Death Duties, to civilians who may be killed as 
a result of enemy action ? 


The Financial Secretary to the Treasury (Captain 
Crookshank) : The provision to which my hon. Friend 
refers is one of a series of provisions granting relief from 
death duties in respect of deaths on active service of 
members of the Armed Forces of the Crown and the 
Mercantile Marine, and my right hon. Friend regrets 
that he cannot see his way to entertain so wide an 
extension of the scope of the relief. 


Mr. Dalton : Is it not clear that what will be required 
is a very substantial increase in death duties ? 


Sir W. Davison: Does not my right hon. Friend 
recognise that it would be a monstrous injustice that any 
man who had given his life for his country when engaged 
on any National Service should be fined in his estate 
for a supreme act of self-service? Might I have an 
answer to that question ? 


Sir H. Williams asked the Chancellor of the Ex- 
chequer the respective amounts of estate duty payable 
in respect of an estate of £10,000 left by a soldier killed 
in action and by an air-raid precautions worker killed 
in an air-raid ? 

Sir J. Simon : The amount of estate duty payable in 
respect of an estate of £10,000 is, in a case in which no 
relief of any kind is due, £400. In the case of a soldier 
killed in action no duty is payable if he is of a rank up 
to and including the rank of lance-sergeant. If he is of 
a higher rank than lance-sergeant and his estate passes 
to his widow, lineal descendants, lineal ancestors, 
brothers and sisters or descendants of brothers and sisters, 
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the first £5,000 of the estate is exempt from estate duty 
and there is a relief upon the remainder of the estate 
the amount of which is dependent upon the age of the 
deceased. In the case put by my hon. Friend of an 
estate of £10,000, duty would be chargeable only on 
£5,000 and the amount of duty payable would depend 
upon the age at death. 


BOOKS RECEIVED 


The Civil Defence Act, 1939, as it affects Employers 
and Property Owners. By Donald Hamilton, 
F.S.I., L.R.I.B.A. (Jordan & Sons, Ltd., London. 
Price 7s. 6d. net.) 


The Contingent Liabilities of the English Com- 
mercial Banks, with an introductory essay on 
their published accounts. By H. C. F. Holgate. 
(Gee & Co. (Publishers), Ltd., London. Price 
5s. net.) 

Staples on Back Duty. By Konald Staples. (Gee 
and Co. (Publishers), Ltd., London. Price 10s. 6d. 
net.) 


Practical Aspects of Retailing. By James L. 
Courtney. (Faber & Faber, Ltd., London. Price 
3s. 6d. net.) 


Oldham’s Guide to Company Secretarial Work. 
Ninth Edition. By G. K. Bucknall, A.C.1.S. 
(Sir Isaac Pitman & Sons, Ltd., London. Price 
3s. 6d. net.) 

The New Armament Profits Tax. Synopsis in 
chart form, compiled by Charles H. Tolley, A.C.L.S., 
F.A.A. (Waterlow & Sons, Ltd., London. Price 
Is. net.) 


Society of Incorporated Accountants 


DISTRICT SOCIETY LECTURES 


Arrangements made under the Panel of Lecturers 
scheme for the forthcoming session have been cancelled. 
A few District Societies are holding a limited number of 
lectures, to be given by local lecturers. Particulars of 
such lectures to be held by the London Students’ Society 
and the Dublin Students’ Society are given below, and 
any such arrangements by other District Societies or 
Students’ Societies will be published in subsequent issues 
of ACCOUNTANCY. 


LONDON STUDENTS’ SOCIETY 
1939 


Oct. 17 Lecture : Provisions of the Finance Act, 1939, 
Relating to Income Tax and Armament 
Profits Duty, by Mr. H. A. R. J. Wilson, 
F.S.A.A., F.C.A. 


Nov. 14 Lecture: The Presentation of Executorship 
and Trust Accounts, by Mr. F. Sewell Bray, 
A.S.A.A., A.C.A. 


Lectures will be held at Incorporated Accountants’ 
Hall at 4.30 p.m. on October 17 and at 4 p.m. on Novem- 
ber 14. 


DUBLIN STUDENTS’ SOCIETY 


SYLLABUS OF MEETINGS 1939-40 


Oct. 11 Lecture: Problems in Partnership Accounts, 
by Mr. W. B. Butler, B.L. 


Nov. 15 Lecture : Report of the Banking Commission, 
by Mr. C. R. R. McGrath, M.A. 


Jan. 8 Lecture: (To be arranged). 


Feb. 7 Lecture: Special Features of Partnership 
Assessments, by Mr. C. J. Dalton, A.S.A.A. 


Mar. 11 Lecture: (To be arranged). 


Mar. 27 Visit to factory of A. Guinness, Son & Co., 
Ltd. 


Apr. 17 ‘‘ Question Time.” 
May 1 Annual General Meeting. 


Lectures are held at Jury’s Hotel, Dublin, at 4.30 p.m., 
unless otherwise notified. 
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MEMBERSHIP 


The following additions to and promotions in the 
Membership of the Society have been completed since 
our last issue :— 

ASSOCIATES TO FELLOWS 

Bartrop, James William (Peat, Marwick, Mitchell 
and Co.), Detroit, U.S.A.; Maddox, David Ruthven 
(Pettitt, Maddox & Co.), Bournemouth, Practising 
Accountant. 

ASSOCIATES 

Attwood, Ralph Montague, with A. C. Roberts, 
Wright & Co., London ; Childs, Raymond Keith, with 
Allen, Baldry, Holman & Best, London; Coulson, 
William Riddle, with John Mitchell, Newcastle-on- 
Tyne ; Griffin, John Benedict, with Gerald J. Moore, 
Dublin ; Hall, Cedric Herbert, with Lucas, Warley and 
Lucas, London; Henshaw, Charles Henry, with W. 
Anderson & Co., Liverpool; Ince, Frederick Robert, 
with Lucas, Warley & Lucas, London ; Jones, Stanley, 
City Treasurer’s Department, Stoke-on-Trent ; Kellett, 
Kenneth, with J. Hedley Janes, Macclesfield ; King, 
Kenneth Richard, with Simkin & Arnold, Leicester ; 
Kirk, Donald Henry, with Spain Brothers & Co., 
London ; Lakhumalani, Bhagvan Divanising, B.Sc., 
formerly with Dalal & Shah, Bombay; Larmuth, 
George Hamilton, with J. E. P. Close & Co., Cape Town ; 
Lumb, Keith Seymour Barron, with Hands & Shore, 
Cape Town ; Mills, Walter Gwyn, with R. H. March, 
Son & Co., Cardiff; Morey, Eric Walter, with Frank 
T. Goodliff, Brighton ; Palmer, Reginald, with Holmes- 
White, Herbert & Co., London ; Parker, Horace Alfred, 
with Geo. W. Spencer & Co., London; Pursey, John 
Samuel, with E. Newell & Co., London; Robertson, 
Ronald, with John A. Wallbank & Co., Newcastle-on- 
Tyne ; Turner, Harry Gee, with C. K. Sanders & Co., 
Warrington ; Williams, Glyn George, with Saunders, 
Horton & Co., Cardiff. 


PERSONAL NOTES 


Messrs. Stephenson, Jessap & Co., Incorporated 
Accountants, announce that following the death of 
their partner, Mr. C. T. Jessap, the practice will be 
continued at Old Post Office Chambers, Skegness, under 
the same style as heretofore. 

Mr. C. J. Sturt, Incorporated Accountant, has been 
appointed Principal Accountant at the Post Office. 

Mr. Edward Bennion, Incorporated Accountant, has 
been appointed Accountant to the Kent Education 
Committee ; his official address will be Springfield, 
Maidstone. 

Mr. Lawrence D. Rose, Incorporated Accountant, 
has commenced public practice at Copthall House, 
Copthall Avenue, London, E.C.4. 

Mr. H. E. Horstead, Incorporated Accountant, has 
commenced public practice at 4, Lloyds Avenue, 
London, E.C., and at Potters Bar. 

Mr. G. V. Berry, Incorporated Accountant, has been 
appointed Clerk and Accountant to the Rishton Urban 
District Council, Rishton, Lancs. 


REMOVAL 


Mr. G. C. Salisbury, Incorporated Accountant, has 
transferred his office to 4 & 6, Throgmorton Avenue, 
London, E.C. 


October, 1939 , 
CHANGES ’ 


Mr. Joseph Binns has taken into partnership Mr. John 
Martindale. They will practise under the style of 
Joseph Binns & Co., Incorporated Accountants, at 
Exchange Buildings, Mirfield. 

Mr. B. Baker, of Excelsior Buildings, Walsall, advises 
that he will in future practise under the style of Baker 
and Co., Incorporated Accountants. 


OBITUARY 


David Norman Crick 


The Society of Incorporated Accountants has suffered 
a severe loss by the passing of Mr. David Norman Crick, 
a Fellow of the Society, who died at St. Cloud, Paris, ing 
the early part of September at an early age of 36 years. 


Mr Crick served articles in London and for a number 3 
: . ‘ a 

of years took considerable interest in the work of the ae 3 

London Students’ Society. it 


He was admitted an Incorporated Accountant in 
1925 and joined the staff of the Paris office of Messrs. 
Hughes & Allen, Incorporated Accountants, as resident 
manager in 1927. He was admitted a partner in 1933. 
Mr. Crick was particularly well informed in regard to the 
accountancy profession in France and was _ highly 
esteemed in accountancy circles in Paris. He has been 
described by one who knew him intimately as a brilliant 
colleague and a staunch friend, and those in the Societyam é 
who knew him will much regret his untimely death. 


William George Buchanan 

The very short list of original members of the Society 
of Incorporated Accountants has been further attenuated 
by the regretted death in London of Mr. William George 
Buchanan. 

His active career was mainly spent in Chile, where hé 
was identified with the nitrate industry, and upon hi 
retirement he returned to Great Britain and lived fo 
many years in London. 

He was very proud of his connection with the Clai 
Buchanan and in 1934 acquired Clairinch, a small islan@ 
in Loch Lomond, which for 250 years had been out of 
the possession of the Clan. Historically the island wag 
the spot where the Clan gathered for war. The island 
was first granted to the seventh laird of Buchanagj 
and had been continuously in the possession of the twa 
families of Buchanan and Graham. 

The late Mr. Buchanan retained his personal interesf 
in the Society during his retirement, and from tim 
to time he attended meetings of the Incorporate@a™ 
Accountants’ Benevolent Fund, of which he was 
generous supporter. 


BINDING OF ‘ACCOUNTANCY ” 


A handsome binding case in blue cloth, with gilt lettering, 
has been prepared for ACCOUNTANCY by T. Whittingham nc ae 
& Co., Ltd., the printers of this journal. Readers desiring eS 
their copies to be bound should send the issues comprising Been 
Volume 50 (October, 1938, to September, 1939), together 
with the index included with this issue, direct to T. 
Whittingham & Co., Ltd., 50, Southwark Bridge Road, 
London, S.E.1. The price of binder and binding is 
7s. 6d. Messrs. Whittingham will supply binding cases ete ca 
alone at a price of 2s. (2s. 3d. post free). Fev 
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